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Liberty 


7 HE first essential of democ- 
: [ racy is individual liberty. In- 
! dividual liberty consists of the 
elemental freedoms: freedom of 
thought, of inquiry, of speech, of 
the press, of religion, of assemblage, 
-and of mobility, and freedom in the 
arts, sciences, and music. 

Why should so much importance 
be attached to individual liberty? 
Two reasons come to mind. First, 
only through individual liberty can 
one fully realize his innermost 
powers — only through freedom of 
expression can he develop himself 
physically, mentally, and spiritually 
to his fullest capacity, and thus at- 
tain the most complete satisfaction 
and enduring happiness. Second, in- 
dividual liberty stimulates the ferti- 
lization and propagation of ideas. 
It causes discovery and invention, 
and thus gives society the widest 
choice in the selection of plans for 
its own improvement. A totalitarian 
state stakes its future on the infalli- 
bility of the plans it first selects; 
it is not open to change. Democracy, 
on the contrary, may always make a 
choice. 

Individual liberty is maintained 
by the law’s recognizing that each 
individual is surrounded by an area 


* A condensation of the book, The 
Design of Democracy, by George 
Washington Goble. Published by the 
University of Oklahoma Press, Nor- 
man, Oklahoma, 1946. 


eg a 


in which the state lacks substantial 
power to interfere. The Bill of 


Rights denies the power of govern- 


ment to invade this sphere. In this 
area each man is sovereign. Indi- 
vidual liberty is further imple- 
mented by the state’s providing pro- 
tection to individuals against inter- 
ference by others. Individual free- 
dom means that one should be free 
to do what he wants to do, but not 
free to do what he wants to do to 
others. Consequently, though there 
can be no limitations upon thought, 
there must be restraints upon action 
which curtails the individual free- 
dom of others. Restrictions upon 
action are imposed primarily by law, 
but also by custom. The criminal 
law protects the individual in the 
exercise of his freedom and in the 
use of his property. Among its rules 
are those which provide for what is 
called a fair trial. A fair trial is to 
prevent innocent persons from be- 
ing deprived of their liberties or 
their property. We sometimes criti- 
cize procedures for fair trial when 
the result is the acquittal of persons 
we believe to be guilty, but it is 
more important to acquit the inno- 
cent than to convict the guilty. It is 
better that occasionally a criminal 
escape punishment than that oc- 
casionally an innocent man be de- 
prived of his freedom. 

Freedom of expression means not 
only a person’s freedom to express 
what he likes but the freedom of 
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others to express what he dislikes. 
Freedom results in the production 
of a great diversity of ideas—a 
variety of schemes and plans — es- 
pecially in the political, economic, 
and social fields. Only by having 
complete freedom to discuss exist- 
ing systems can those systems be 
tested and appraised. “The best test 
of truth,’ said Mr. Justice Holmes, 
“Gs the power of the thought to get 
itself accepted in the competition of 
the market.” Suppression prevents 
this test of truth. Experience shows 
that we cannot judge the soundness 
of our fighting faiths by the fer- 
vency with which they are held. De- 
mocracy must hazard its very life 
upon its ability to withstand criti- 
cism of itself. It must gamble its 
very existence upon its ability to 
survive the freedom to advocate its 
own downfall and the establishment 
of an alternative system. Except 
when there is a “clear and present” 
danger of violence, therefore, revo- 
lution may be advocated. This does 
not mean that democracy cannot 
defend itself against violence. A 
government must have. power to 
maintain itself. Hence, while revo- 
lution may be advocated, it may 
not be activated. Subversive action 
government can and should prevent. 


Unity Through Tolerance and 
Mutual Adjustment 


The second essential of democ- 
racy is unity. But with all the di- 
versity that is produced by freedom 
of expression, how car there be 
that degree of unity which is essen- 
tial, if people are to live together 
harmoniously in one society? How 


can we, upon the one hand, culti-. 
vate diversity and, upon the other, , 
maintain unity? One answer to this: 
question is tolerance. Tolerance is) 
the reciprocal of freedom. If one: 
is to be free to express himself, then | 
others must be tolerant of that ex-' 
pression. No divine stamp of ap-. 
proval has been placed upon the 
customs, manners, or ideas of any’ 
group of people. Another answer is) 
mutual adjustment. We must reach 
decisions on our common course of 
action through the procedure of 
compromise. Governing in a democ- 
racy involves the continuous making 
of compromises. There is first an 
impact of many ideas upon a social 
problem, then a period of delibera- 
tion, conciliation, and selection, and 
finally the emergence of a decision. 
A solution to a problem is a crea- 
tive union of many ideas. 

Yet, not all ideas that are pre- 
sented can make an imprint upon 
the final solution. Many must be re- 
jected. This puts democracy into a 
seeming paradox. On the one hand, 
it must cultivate the production of 
many ideas. To make that possible 
is one of its functions. But, on the 
other hand, it must strike down 
most of those very ideas before 
they reach the stage of fruition — 
before they become effective. One 
of the hard facts of democracy is 
learning to accept decisions against 
us. Participation in the plan by 
which decisions are made, not domi- 
nation, is the right of individuals 
in a democracy. But is this asking 
too much? Can any one person be 
certain that he knows the answer 
to the unemployment problem, for 
example? Or to the atomic energy 


: 


AUGUST, 1948 3 


problem? Can a priori reasoning 
solve these problems? I submit that 
it cannot. Such problems can be 
solved only by trial and error, and 
by using the combined wisdom of a 
great many people. The alternative 
is the imposition of the decisions 
of one person or of a small group, 


: and that would be totalitarianism. 


A democratic country, then, is 
one in which reactionaries and 
radicals, conservatives and liberals, 
Catholics, Protestants and Jews, 
whites, blacks, and browns can live, 
work and play, and be free to wor- 
ship, speak, write, and advocate 
their views on religious, political, 
economic, and social questions, 


without fear of arrest or molesta- 


| 


tion because of the views expressed. 
But it is also a country in which 
no one of these groups has the right 
to dominate or control the others, 


or any claim that its particular 


views shall prevail, however fer- 
vently its members believe in the in- 
evitability or righteousness of its 
cause. Anarchy sacrifices unity in 
the interests of liberty. Totalitari- 
anism sacrifices liberty in the in- 
terests of unity. Democracy must 
maintain an equitable balance be- 
tween the two. 


The Political Party 


We have many devices for pro- 
moting unity. One of the most im- 
portant is the political party. The 
principal function of the political 
party is the compromising of differ- 
ences, through its committees, its 
conventions, and its caucuses. How- 
ever, for any party to function 
democratically there must be more 


than one party. A_ one-political- 
party system fosters irresponsibility 
and dictatorship, as has been seen in 
Germany and Russia. On the other 
hand, having too many parties para- 
lyzes government. It too frequently 
happens under a multi-party system 
that no one party can become strong 
enough to assume the responsibility 
of government, or put through a 
legislative program. No party can 
construct. Each party can only ob- 
struct. The fact that Germany, 
during the republican era, had so 
many parties no doubt contributed 
to her downfall as a democracy. An 
obstacle to European recovery today 
is the multiplicity of parties which 
plagues the liberated countries. 
Experience has shown that the 
two-major-party plan is the most 
effective system for the purposes 
of democracy because it not only 
prevents the dictatorship of one 
party, but makes possible the reso- 
lution of major differences of 
opinion below the governmental 
level, thereby enabling the legisla- 
ture to agree upon a course of ac- 
tion. Most differences, except those 
between the two parties, are re- 
solved before the legislature con- 
venes for business. The system 
provides a majority party to take 
over the responsibilities of govern- 
ment, and put through a legisla- 
tive program; and an opposition 
party to study, criticize, and discuss 
the measures proposed, to expose 
corruption and dishonesty, and to 
be ready to take over the functions 
of government whenever the ma- 
jority party fails. A great victory 
for democracy occurred when it 
was discovered that an opposition 
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party should not be liquidated, but 
should be tolerated. Another victory 
for democracy came to pass when it 
was learned that an opposition party 
must not be merely tolerated, but 
should be maintained as an essential 
agency in the democratic system. 
It is significant that in Britain the 
party out of power is known as 
“His Majesty’s Loyal Opposition.” 

Probably the ideal system would 
be to have two major parties, one 
conservative and one liberal, but 
not too far apart in policy, and a 
third, radical party. The function of 
the radical party would be to prod 
the liberal party forward, the func- 
tion of the conservative party to 
hold the liberal party back, and the 
function of the liberal party to ac- 
complish such reforms as it could 
under these uncomfortable circum- 
stances. 

Totalitarianism eliminates oppo- 
sition by suppression and liquidation. 
Democracy eliminates opposition by 
conciliation and mutual adjustment. 
Totalitarians attain unity through 
terror and force. Democrats attain 
unity through tolerance and com- 
promise. ‘ 


Power of the People 


The third essential of democracy 
is the power of the people to de- 
termine their united destiny —the 
power to select their own governors 
— to determine their course of ac- 
tion as a nation. The most important 
technique in this regard is the bal- 
lot. By use of the ballot, the people 
put their officers into power and 
take them out again. But the ballot 
is not the only device the people use 
for exerting political power. They 


have the petition, which is recog- 
nized by the Constitution itself. The. 
most recent form of the petition is. 
what might be called the telegraph 
barrage. We are repeatedly sending 
our Congressmen telegrams and. 
letters, expressing our views upon 
the issues pending before Congress. | 
Can it be denied that these have an. 
important effect? 

Then there is free speech, as a. 
power. I have spoken of speech 
as a liberty. Speech is also a device 
by which the people are able to in- 
fluence the action of their govern- 
ment after its officers have ascended | 
to power. It can hardly be doubted | 
that speeches made to clubs, soci- 
eties, conventions, organizations, or | 
larger audiences over the radio) 
have their effect in determining the 
policies of government. Then there} 
is the press as a power. I have: 
spoken of the press as a freedom, , 
but it is also a potent device by | 
which the people help their elected. 
officers to make up their minds on. 


| 
| 


governmental policies. | 

These four powers — the ballot, 
petition, free speech, and free press. 
—hold officers accountable, make 
government responsible. They also. 
check one another. If one goes 
wrong, another brings correction. 
Sometimes an election is purchased. 
But the press will expose the cor- 
ruption, and in due time the situa- 
tion will be righted. These powers 
are devices by which democracy 
can purify itself. Without violence 
or revolution, a new supply of men 
and of ideas can be thrown con- 
tinuously to the top. The channels 
between people and government 


) 
| 
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“must be kept open. Close them, and 
tyranny is at hand. 


Responsibility in Industry 


. The fourth essential of democ- 
Tacy is responsibility in industry. 
Of what use is political democracy 


to an employee whose industrial 
"manager can exercise over him the 


powers of a tyrant? The Wagner 
‘Labor Act is an attempt to solve 
the problem of democracy within 
the industrial unit by requiring em- 
ployers to bargain across the table 
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pwith representatives of labor. The 


collective bargaining contract deals 
with such matters as pay, hours, 


working conditions, seniority, pro- 
“motions, arbitration, union security, 
‘and pensions. By this plan em- 
‘ployees themselves have an oppor- 
‘tunity not only to express them- 
selves, but also to exert an influence 
upon the policies of the industrial 
organization of which they are a 
‘part. 

The Wagner Labor Act has sub- 
jected management to governmental 
regulation in its relations to labor. 
The Taft-Hartley Act has sub- 
jected labor to governmental regu- 
lation in its relations to manage- 
ment. Experience may show the 
need of adjustments in the law in 
the interests of one side or the 
other. In any event, neither man- 
agement nor labor must be per- 
mitted to dominate industry. Power 
must be 
shared between them. 

But industry — both management 
and labor — must also be held re- 
sponsible to the public. Long ago 
it was found necessary to protect 


fairly and_ responsibly 


the public against the reckless use 
of power by big business and in- 
dustrial managers. Hence, laws 
were enacted to regulate businesses 
affected with a public interest, to 
curtail trusts, and to prohibit unfair 
trade practices. We now realize that 
the public must also be protected 
against the unrestrained power of 
organized labor. The Taft-Hartley 
Act attempts to fulfill this need. 
Democracy thus recognizes that 
both management and labor must be 
kept responsible to the public as 
well as to each other. 


Summary 


Democracy, then, is not a fait 
accompli. It is not a status. It is 
a method of change. It is that form 
of government which provides pro- 
cedures for the maintenance of in- 
dividual liberties; which attains 
unity through the techniques of 
tolerance, compromise, and mutual 
adjustment; in which the people 
control their government through 
the ballot, petition, free press, and 
free speech; and in which power in 
industry is equitably shared be- 
tween management and labor. To- 
talitarianism is that form of gov- 
ernment which has none of these. 


How to Prevent Totalitarianism 


One of the obstacles to the effec- 
tiveness of democracy is that while 
we support its general principles, 
we condemn its attributes. Too fre- 
quently we refuse to accept its re- 
sponsibilities. We favor freedom of 
speech, but deny the right to those 
who advocate a doctrine we hate. 
We favor the principle of a fair 
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trial, but complain of the waste of 
trying a person we believe to be 
guilty. We advocate tolerance, but 
discriminate against people of an- 
other race, color, or religion. We 
support parliamentarianism, but de- 
cry the loss of time involved in 
parliamentary investigation and de- 
bate. We subscribe to the principle 
of compromise, but refuse to accept 
a compromise of principle. We 
realize that democratic government 
needs strong men, but urge strong 
men to stay out of politics. If we 
believe in democracy in general, 
should we not accept it in particu- 
lar? If we accept its privileges, 
should we not assume its respon- 
sibilities ? 

Democracy is seriously threat- 
ened by Fascism on the one side and 
Communism on the other. How are 
we to defend it against these mili- 
tant competitors? Certainly not by 
adopting their methods of suppres- 
sion, intolerance, use of violence, or 


the substitution of the inquisition 
for the fair trial. That would be to- 
become what we are fighting” 
against. A government must have | 
power to maintain itself. Hence ac- 
tion may be met by counteraction. 
But ideas can be met only by coun-_ 

terideas. We are not so weak that 
we must have our opponents, 

tongue-tied and handcuffed in order | 
to engage them in the battle of 
ideas. The virtues of democracy are. 
such that human minds can be won | 
to its support by the power of 

demonstration. We should therefore | 
meet bad ideas with good ideas; _ 
rededicate ourselves to the funda- 
mental principles of democracy; re- 
vive and reinforce our great heri- 
tage of freedom; and strengthen. 
our resolution to practice democ- | 
racy all along the line, in our day- 
to-day relations with one another, , 
and as citizens of the state, of the : 
nation, and of the world. 


Current Conditions. As late as six months ago the opinion was wide} | 
held that mid-1948 would mark the beginning of a postwar down-turn. In the 
months that have elapsed since that time, few weak spots have developed in 
the economy. Thus there has been a shift in opinion, and currently the con-| 
sensus seems to be for a continued upward trend during the remainder of 
1948, at least. There are certain implications inherent in such anticipation. It 
should be borne in mind that in many respects the national economy has been: 
operating at peak levels for a number of months. In some areas the effective 
upper limits have already been reached. Under such conditions a general 
extension of the upward trend should not be expected to result in uniform 
increases in all segments of the economy. Nor is it reasonable to expect that 
an equal amount of strain will be placed on each of the component parts of 


the economic machine.— From Monthly Review, Federal Reserve Bank of 
St. Louis, July 1, 1948. 
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Some Economic Opigions of Factory 
Workers in Rockford, Illinois 


P. D, CoNVERSE 
Research Professor of Business, University of Illinois 


HIS article presents some of 
j | the findings of a survey con- 

ducted in Rockford, Illinois, 
in May, 1948, by members of the 
advanced market research class and 
the Bureau of Economic and Busi- 
ness Research, University of IIli- 
nois. The purpose was to obtain a 
cross section of the opinions held 
by typical factory workers in regard 
to their jobs, their pay, their em- 
ployers, and the American system 
of free enterprise under which 
they live. 


The Survey in General 


This study shows that the factory 
workers interviewed are satisfied 
with their jobs, their foremen, the 
presidents of their companies, their 
pay, and working conditions in their 
plants. Suggestions for improving 
working conditions were largely 
practical in nature —better equip- 
ment and machines, cleaner, better- 
ighted, and better-ventilated work- 
-ooms. 

Two-thirds of the workers be- 
ieve that union officers should sign 
ion-communistic statements. The 
majority of union members think 
here is room for improvement in 
heir unions, and only 10 per cent 
yf the workers think they would 
ve better off if their companies 
nade less profit. 

Less than 10 per cent of the 
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workers believe in government own- 
ership and operation of factories, 
but one-fourth believe that the gov- 
ernment should set wages; another 
one-sixth think that they should do 
so in emergencies such as war, or 
that they should set minimum 
wages. One-fourth believe that the 
government should set prices for 
the factories. One-third believe the 
government should set prices on all 
goods and another one-sixth believe 
that some prices should be set. 
Thus, we may say that between 
one-fourth and one-third favor gov- 
ernment control of wages and 
prices. Two-fifths of the workers 
believe in such controls under some 
circumstances. It is significant that 
many more believe in government 
control of prices than in govern- 
ment operation of factories. 

The effect of education on eco- 
nomic opinions is striking. The 
“high school group” believes much 
more strongly in the free enterprise 
system than does the “grade school 
group.” A larger proportion of 
workers who attended high school 
are opposed to government owner- 
ship and operation of factories and 
to government control of wages and 
prices than of the workers who at- 
tended grammar school only. There 
is little difference in the opinion 
of the two groups on the desir- 
ability of labor unions. 
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Methods of the Survey ® 


The accuracy of survey data de- 
pends primarily upon the precision 
and thoroughness of the interview- 
ing and the selection of the sample. 
The interviewing for this survey is 
believed to have been excellent. The 
students making it had previous 
experience in a consumer survey 
and most of them in a previous 
labor survey. This was a major 
project of the market research 
class; it was planned and the details 
carefully worked out with the help 
of previous surveys. The students 
worked under close supervision, and 
the questionnaire was worked over 
several times, tried out in three 
cities, and revised on the basis of 
this experience. 

A probing technique was used. 
The average time for each inter- 
view was about 35 minutes. The in- 
terviewers first established friendly 
relations and convinced the re- 
spondents that their identity and 
answers would be held strictly con- 
fidential. 

The Sample 


Since the survey covered only 
one city, the results should not be 
taken as representing the opinions 
of all factory workers. In interpret- 
ing the opinions here tabulated, 
some pertinent facts about indus- 
trial conditions in Rockford may be 
helpful. First, the plants in the city 
are relatively small; the largest 
factory employs fess than 3,500 
workers and there are only seven 
factories with a work force of more 
than 1,000 each. Second, the fac- 
tories are engaged primarily in the 
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production of durable goods, such 
as machinery, machine tools, hard- 
ware, and furniture, the oe of 
which? halyeulay tte past varied] 
greatly with economic conditions. 
Third, Rockford is not a strong. 
union town. Fourth, most of the 
foreign-born workers are of Swed; 
ish or Italian origin. Fifth, the city 
is unusually clean for a manufac- 
turing town and has very few resi- 
dential districts that could be 
classed as slum areas. i 

Interviews were secured in twelve } 
widely scattered sections of the city, , 
which had been mapped out, in a. 
previous study, on the basis of | 
rental figures in the Census Hous- 
ing Report for 1940, supplementary ' 
data, and personal inspection. The: 
areas selected for this study are! 
believed to be representative of the: 
districts where most of the faci 
employees live. ) 

Within each area, the interviewer) 
had to locate factory workers by 
calling from house to house or by 
inquiring of neighbors. Most of the 
interviewing was done on Friday 
and Saturday evenings and on Sat- 
urdays. Supervisory and white-col- 
lar factory workers were not inter- 
viewed. 

The sample consisted of 260 
workers and was estimated to in- 
clude 2 per cent or more of the 
families of factory workers living 
in Rockford. Workers living out- 
side Rockford were not interviewed. 
The respondents work for sixty odd 
companies and have more than 50 
occupations or jobs, the principal 
ones being machinists, machine op- 
erators, tool and die makers, furni- 
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_ ture workers, cabinetmakers, mold- 
‘ers, seamstresses, and loopers. 

Of the workers interviewed, 87 
per cent were members of families, 
whereas the rest were individuals 
living outside family groups; 85 per 
cent were men; 23 per cent were 


over 50 years of age, 49 per cent 


between 30 and 50 years of age, 
and 28 per cent under 30 years; as 
to schooling, 3 per cent had none, 
43 per cent had from 1 to 8 grades, 
22 per cent had attended high 
school but had not graduated, 26 
per cent had finished high school, 
and 6 per cent had gone to college 
for one or more years. 

The average number of persons 
employed per family was 1.7. In- 
cluding individuals, the average per 
consumer unit was 1.6. Employment 
per family interviewed varied as 
follows: none, 1 per cent; one, 56 
per cent; two, 30 per cent; three, 7 
per cent; four, 4 per cent; and five, 
Z-per cent. 

The answers to several questions 
obtained in the test interviews in 
three other towns were compared 
with those obtained in Rockford and 
found to be similar. 

Another test was based on the 
distribution among the larger fac- 
tories in the city. The following 
comparison indicates a reasonably 
close agreement when it is consid- 
ered that the proportion of white- 
collar and supervisory workers may 
vary among companies. Taking the 
total employment of the ten largest 
manufacturing companies as 100 per 
cent, and the total number of inter- 
views with workers employed in 
these factories as 100 per cent, we 
have the following comparison: 


Percentages of Percentages 


Employees of 
Company (ine, bseeanaig v2 Interviews _ 

UAVs Rsaares ee 7 26 
Bier tcies os 18 14 
Ore owe eee 10 14 
Dae eer 9 11 
1 ns cae 8 11 
Lie cre AA Ge 8 4 
Geen eit 8 6 
1 Re at eae a 6 3 
1s Re acta 6 i 
i Revert aaeten ie 5 4 
100 100 


A third test of the sample was 
made. The schedules from the first 
week’s interviews were tabulated 
separately from those obtained dur- 
ing the second week. The answers 
to several questions were compared 
and found to be similar. Thus, on 
the basis of several criteria, the 
interviews obtained in this survey 
are thought to be reasonably repre- 
sentative of the factory workers 
living in Rockford. 


Opinions Expressed in the Survey 


It will be noted in the tabulation 
that the great majority of the 
workers interviewed expressed a 
liking for their work and for their 
foremen. Almost three-fourths like 
the presidents of their companies 
and nearly as large a proportion 
think that the employers would 
recognize them on the street. More 
than three-fourths believe that their 
employers are interested in their 
welfare, but 20 per cent think that 
their own abilities might be used to 
better advantage. Thirty-one per 
cent suggested ways in which work- 
ing conditions in their places of 
work might be improved, most of 
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which had to do with the desirabil- 
ity of better machines or other 
equipment, and for cleaner, lighter, 
or better-ventilated plants. There 


1. Working Conditions 


How are the working conditions in your plant? 


Doryouike your work? rece. ciel yelein i 
Do you like your foreman?............... 
Do you know the president of your company? 
Do you like him (your president)?......... 
Do you think he would know you if he met 
VyOu-on the street? sepa rset le) wire clseaes 
Is your pay: satisfactoryt....<--. «vss. 5 = 
Do you think your employer is making the 
best use of your abilities?..........0.. 
Do you think your employer has an interest 
in your welfare and advancement?..... 
Is there anything the company should do to 
improve working conditions in your 
plant? 


’ 2. Suggestion System 


Does your company have a suggestion system? 


If ‘‘yes,’’ have you made a suggestion? 
If ‘‘yes,”’ is it a good system? 


“Tf no,” should your company have a suggestion system?. . 


More than half of the replies 
stated that the company which em- 
ployed the worker has a suggestion 
system. Three-fourths of those who 
answered “yes” think the suggestion 
systems of their companies are 
good, but only 28 per cent indicated 
that they themselves had offered 
suggestions. Of those whose com- 
panies do not have such systems, 
more than half think that such a 
plan should be adopted; the re- 
mainder either do not favor the 
idea, or expressed no opinion. 


OPINION AND COMMENT 


Yes No No Answer 
Neal We ees as 52 42 6 
Loty 5: HANSA Oe 28 71 1 
i enh epee 74 10 16 
55 26 19 

More than two-thirds of the 


= 


was little difference in the opinions || ° 
of union members and nonunion |) 


workers on these questions. 


Percentages of Answers 


Good Fair Poor No Answer 
66 30 3 1 
No Opinion, 
Yes Fairly Well No or No Answer 
83 11 5 1 
88 6 5 1 
74 fe 22 4 
69 és 1 30 
54 = 35 11 
62 17 20 1 
78 4 14 4 
68 15 Ai 
31 69 inc. no answer 


Percentages of Answers 


workers said that all union officers 
should sign statements that they are 
not communists; 18 per cent said 


that they should not, and the re- | 


maining 14 per cent had no opinion. 
Seventy per cent of union members 
and 66 per cent of nonunion work- 
ers answered the question in the 
affirmative. 

Should the government regulate 
unions more than it does? Forty- 
five per cent said that it should, 
whereas 41 per cent said that it 
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3. Labor Unions Percentages of Answers 


No Opinion or 


; Yes No No Answer 
Should all union officers sign statements that they are not 


NSH ES ny os reteset As PLR of Gc eS 68 18 14 
Is there room for improvement in your union (asked of 


IMIOME TIC DEK SION YP ns vireia seers le Sak vincent ce 70 16 14 
Should the government regulate unions more than it does? 45 41 14 


Now ioo About No 
Stronger Strong Right Opinion 


Do you think that unions should be stronger than 
at present, or are they now too strong, or about 


TATED OUST ARS, Cetm  A Cey ot sae RRL eee roe 


should not. Of union workers, 35 
per cent, and of nonunion workers, 
53 per cent said “yes.” 

Almost a third of the workers 
think that unions should be stronger 
than at present; 22 per cent think 
they are now too strong; 37 per 
cent say they are about right; and 
10 per cent have no opinion on this 
question. Fifty-two per cent of 
union members say that the unions 


4. Economic Controls 


# faveiats 31 22 37 10 


should be stronger, whereas only 21 
per cent of nonunion members think 
so; 9 per cent of union members 
and 33 per cent of nonunion work- 
ers regard unions as too strong. 

Of union members, 70 per cent 
say that there is room for improve- 
ment in their unions; 16 per cent 
say that there is not; and the other 
14 per cent expressed no opinion on 
this question. 


Percentages of Answers 


No Opinion or 
Messe No Answer 
Ves Modified No (incl. misc.) 
Do you think the government should control pro- 


duction and tell the factories what to produce? 16 7 67 10 
Should the government set the prices at which 

PACLORIESHSE Nery Pale erie ec lechell be lave! lel tpeves sie bohm 26 We 55 19 
Should the government set wages?............ 24 16* 52 8 
Should all labor disputes be settled by compul- 

SOMV RAUL AVION ei ciern -\tsie- Molo ee)ae)-ncln = = = 60 Ae 29 11 


Do you think the government should own and 


Operaterthe LACtOLICS! oo. a2 Vere mere ones aise we: 8 3 79 10 
Should the government control consumption and 
tell you what to buy, as by rationing?....... 15 P 78 7 
* Includes the setting of minimum wages. Casas SNob' 100 
Good but:— Good No Opinion 
What do you think of the American free enter- 
PRIS BYStCMIP ah ccs ee eee ee caer 74 9 6 il 


Government Private Don’t Know 
Would you rather work for the government or for a 


private employer?..........eee eee e eee eeeens 19 55 26 
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More than two-thirds say that the 
government should not control pro- 
duction and tell factories what to 
produce; 79 per cent say that the 
government should not own and op- 
erate the factories; more than half 
are opposed to the government’s 
setting the prices at which factories 
should sell their products; 24 per 
cent say that the government should 
set wages, and another 16 per cent 
think that it should set minimum 
wages, or set wages in such emerg- 
encies as war; 32 per cent think the 
government should set the prices on 
all: goods, and 14 per cent more 
say that it should under some cir- 
cumstances, such as during war or 
other emergencies. 

Sixty per cent of the workers 
favor settling all labor disputes by 
compulsory arbitration and 29 per 
cent are opposed to that method; the 
other 11 per cent expressed no 
Opinion. . 

It will be observed that more than 
one-fourth of the workers favor the 
government’s fixing prices and 
wages. In contrast, only 8 per cent 
favor government ownership and 
operation of factories. As govern- 
ment ownership and operation of 
industry is a basic socialistic doc- 
trine, we may assume that the 8 per 
cent is an approximate measure of 
the proportion of socialists among 
factory workers in Rockford. In 
contrast, about three times as many 
favor governmental price and wage 
controls. 

Nineteen per cent of the workers 
would rather work for the govern- 
ment than for private employers; 
55 per cent would rather work for 
private employers; and the other 26 


* 


per cent have no preference or did 
not answer the question. The prin- 


cipal reasons for preferring govern- — | 


ment employment are “pensions” 
and “steady work.’ Apparently 
most of these answers are based 
on present government employment 
and not on conditions that would 
prevail if the government operated 
the factories. 

Three-fourths (74 per cent) say 
that the free enterprise system is 
good, and 9 per cent endorse it with 
limitations. A few of the latter say 
that the present system would be 
better if it were freer; that is, if 
there were less monopoly and/or 
government interference. Eleven 
per cent expressed no opinion. Some 
workers are not sure what the free 
enterprise system is. Only 6 per 
cent were highly critical of the 
system, and hardly anyone was out- 
spoken in his opposition. Even 
some of those who favor govern- 
ment ownership and operation of 
factories give lip service to the free 
enterprise system, or favor it be- 
cause it means freedom of speech, 
or for some other reason. 


Who Are the Socialists? 


One who answers “yes” to the 
question: “Should the government 
own and operate the factories?” ap- 
parently classifies himself as a be- 
liever in state socialism. An analysis 
of those who answered this ques- 
tion in the affirmative (8 per cent 
of the total) shows that most of 
them belong to foreign groups and 
also that the majority have a very 
limited education, only one-fifth 
having gone beyond grammar 
school. The two large foreign 
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groups in Rockford are Swedes and 
Italians.’ In a study of the question- 
naires from these groups an inter- 
esting difference was noted. Most 
of the Swedes who believe in state 
ownership of factories are more 
than 50 years old, whereas most of 
the Italians who hold the same 
opinions are below that age. Of the 
Swedes past 50 years of age, one- 
fifth believe in government owner- 
ship of factories, one-fourth believe 
that the government should set 
wages, and two-fifths believe the 
government should set prices on all 
goods. Among the Swedes between 
30 and 50, only 8 per cent believe in 
government ownership, 15 per cent 
in government wage-setting, and 19 
per cent in government price-set- 
ting. Among Swedes under 30, the 
percentages are lower. 

For the Italian workers, the sit- 
uation is reversed. Among those un- 
der 50, 19 per cent believe in gov- 
ernment ownership of factories, and 
one-half believe that the govern- 
ment should set wages and prices. 
By comparing the middle-aged 
Swedes with the middle-aged Ital- 
ians, it was found that 8 per cent 
of the Swedes and 19 per cent of 
the Italians in those age groups 
believe in government ownership 
and operation of the factories; one- 


1 Approximately 40 per cent of the 
workers interviewed belonged to the 
two nationality groups. The great ma- 
jority of those given a nationality 
classification are foreign-born. 

JT am indebted to Professor Ger- 
hard Tornquist of the MHandel- 
shogskolan School of Business, Uni- 
versity of Stockholm, Sweden, for 
this statement on conditions in 
Sweden. 


sixth of the Swedes, in contrast to 
more than one-half of the Italians, 
believe that the government should 
set wages and prices. 

What causes the difference? One 
explanation is that the people be- 
longing to the working classes and 
raised in Sweden before World 
War I were usually “radical” in 
protest against low wages, long 
hours, and relatively little social 
security. The older Swedes appar- 
ently brought these ideas to the 
United States. Changes were made 
between 1910 and 1920, and those 
coming to the United States after 
1920 were much better satisfied with 
conditions.’ 

Among the Italians, the situation 
seems to have been reversed. Those 
who grew up prior to World War I 
seem to have been satisfied, whereas 
the younger workers were appar- 
ently imbued with ideas of state 
ownership or of state control and 
regulation of industry. 

In so far as can be determined 
from the data, economic status, as 
judged by types of jobs held and 
number of workers per family, has 
little influence on the worker’s be- 
lief in government ownership and 
operation of factories. 


Special Analysis, by Age 
and Education 


Six questions were selected for 
special analysis to ascertain the 
opinions of the workers on the eco- 
nomic and political system. The 
answers to these questions were 
tabulated by age groups and by 
amount of education. An examina- 
tion of the answers indicates that 
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TABLE 1 
EpucaTion, AGE, AND EconoMiIc OPINIONS 
uaty eS og wy tS Teta ide ea Sl Se 
eee 


Percentages of Answers 


Education® Age® # 
“Yes, ° 
Yes | Modified”>] No Opinion 
Pes I ce wre Re CR aaa aes ea oa es hal oA 
1. Do you think the government should own and operate the factories? 
15 4 72 9 
17 4 66 13 
25 8 50 17 
17 4 67 12 
0 7 79 14 
3 3 86 8 
AVOUT Sy Sra de trie ntebane sie nese 0 2 91 7 
A VOTARC wiasc cake win ate 1 3 88 8 
2. Should the government set wages? 

Grad@isareteteotran ioe ebnistereinns Oldie Mears aicrare icine cone 21 24 $1 4 
Niiddle.. acts uc. seretnereoet 37 17 35 11 
YOUNES cStitecciacs yore ts 42 ay 33 8 
Averages oct <ciseuect 31 19 42 8 
VETO h acecetavesv hversyar ate tecalorant Old 2h akinsevesawoe eens 21 21 58 0 
Middle.0a; Seciostansteanire 19 22 54 5 
Motinese5 steccctee eee 8 19 66 7 
AVGraze; ce ca kentaes 15 20 60 5 


4 

Middle ost matatoeayicnvers 44 ri 43 6 

Youngs a cee oxccraeien 42 17 33 8 

AVEVARG i rieh ae icsiotere 44 14 36 6 

ATOR heer eke > saan caavete OLDS Sea a ae eee 21 14 43 22 
Middle seating. «meee 24 12 54 10 

Youn eine rac etinlemen 24 3 68 5 

Averave nc cas pen oes 23 9 59 9 


a ee 


EAM Creo atcisclaags Siar tlans Old 


ciate a bainaUaleiny eel aN Re 60 
Middle 52 25 is 
Young 67 8 25 
Average ef 28 15 

PTIG Deer te adacs sie, ogoce 52s Old onic 2 case ae ee 36 
: middie? ice 40 : 32 3 
Young, :act scares 34 an 52 14 
Average). 4ssc cee 37 51 12 


8 Grade, 8th or less; 
under 30. 


b “Yes, modified,” includes “under some ci 66 Pe 
; ae e circumstances some prices,’ and, for 
setting of minimum wages. ¢ PI 7 ’ wages, 


High, 9th grade or more. Age: Old, over 50; Middle, 30-50; Young, 
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TABLE 1 (Concluded) 
EpucatTion, AGE, AND Economic Opinions 
x 0 a es ee eee 


Education® Age® 


Percentages of Answers 


5. Should all union officers sign statements that they are not communists? 


Young 


Young 


“Ves, No 
Yes Modified’’> No Opinion 
68 26 6 
65 20 15 
67 8 25 
67 21 12 
86 0 14 
70 17 13 
63 20 17 
68 17 ais 


6. Do you think that unions should be stronger than at present, are they now too strong, or about right? 


Education® Age® 


Young 


Young 


Should Be} Now too |Now About No 
Stronger Strong Right Opinion 
36 26 30 8 
41 18 30 11 
47 33 17 33 
37 23 28 12 
43 14 36 7 
30 27 40 3 
36 20 . 29 15 
34 23 34 9 


8 Grade, 8th or less; High, 9th grade or more. Age: Old, over 50; Middle, 30-50; Young, 


under 30 


b “Yes, modified,” includes “under some circumstances,” ‘‘some prices,” and, for wages, 


setting of minimum wages. 


education is the more important, 
and that there is little difference 
between those workers who had 
completed high school and those 
who had had from one to three 
years of high school. The results 
are shown in Table 1. 

An analysis of the figures shows 
definitely that the “high school 
group” (those who have had some 
education beyond the eighth grade) 
believe much more: strongly in the 
free enterprise system than do those 


with only a grade school education. 
Only one per cent of those with 
some high school education believe 
in government ownership and oper- 
ation of factories, as compared with 
17 per cent of the grammar school 
group. Counting both those who 
favored the idea and those who 
gave it modified endorsement, the 
high school group shows only 4 per 
cent in favor contrasted with 21 per 
cent for the grade school group. 
Similarly, 15 per cent of the high 
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school group favor governmental 
setting of wages and prices, in con- 
trast to 31 per cent of the grammar 
school group. Also a larger propor- 
tion of the grade school group than 
of the high school group believe in 
more government regulation of 
unions — 57 per cent compared with 
37 per cent. 

On the whole, the older employees 
had less education than the younger 
workers. A considerable number of 
the older workers are Swedes. It 
was pointed out previously that 
many of these believe in govern- 
ment controls of industry or a 
planned economy. This fact should 
be borne in mind in considering the 
effect of education on economic 
beliefs. 

There is little difference in the 
opinions of the two groups in re- 
gard to union officers signing non- 
communistic statements, which is 
favored by two-thirds of both 
groups. Neither age, education, nor 
union membership makes much dif- 
ference in the proportion of work- 
ers favoring this requirement. 
Again there is little difference be- 
tween the opinions of -high and 
grade school groups as to the proper 
strength of unions. More than one- 
third of each group think unions 
should be stronger, and_ slightly 


more than one-fifth think that they — 


are now too strong. 


Miscellaneous Findings 


Only 18 per cent would like to 
know more about the business of 
the companies for which they work. 
The principal subjects on which 
these would like more information 
are profits, company policies, and 
the operations in other departments. 
Ten per cent of the workers think 
they would be better off if their 
companies made less profit, and 
many of these assumed that the re- 
duced profit would be the result of 
higher wages. Half of those inter- 
viewed expressed no opinion as to 
whether their companies make too 
much or too little profit; one-fourth 
think their profits are about right; 
and 23 per cent regard the profits 
as too high. Two per cent think 
their companies do not make 
enough profit. 

Twenty-six per cent of the work- 
ers say that present income taxes 
are satisfactory, 55 per cent that 
they are too high, 5 per cent that 
they are high, but necessarily so; 4 
per cent think they are too low; 4 
per cent expressed no opinion; and 
the remaining 6 per cent gave a 
variety of answers. 


Are the Social Scientists Backward? 


Donatp L. KEMMERER 


Associate Professor of Economics, University of Illinois 


Introduction 


; CARTOON on the editorial page 
Ac the New York Herald 

Tribune excited considerable 
comment last autumn. It showed 
two characters, a little genius boy 
named “Physical Sciences” and a 
big moronic boy named “Social 
Sciences.” Physical Sciences looked 
like a Quiz Kid and Social Sciences 
seemed a fine prospect for fullback. 
However, Social Sciences was still 
plodding along in grade school, 
whereas Physical Sciences was 
boasting that he was now going 
over the hill to college and doing 
very nicely, thank you. Many think- 
ing people are worried about this 
uneven intellectual race of the 
sciences. 

We seem to be solving the mys- 
teries of chemistry and physics ever 
more rapidly and devising terrifi- 
cally dangerous weapons, like the 
atom bomb, as we proceed. Yet we 
appear to be making painfully slow 
progress, if any, in solving the 
mysteries of harmonious human re- 
lationships, of effective methods of 
governing, and of smoothly func- 
tioning economic systems. It is 
widely believed that if the social 
scientists could progress faster, 
many of our difficulties would dis- 
appear, and that if they do not 
proceed faster, our world civiliza- 
tion itself may disappear. That has 
been said so many times now that it 
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has become a “bromide.” The first 
time I heard it, some eighteen years 
ago, I was deeply impressed, as per- 
haps you were too, the first time 
you heard it. Today everyone is 
repeating it. 

My physical scientist friends ask 
me what is the matter with the 
social scientists. One pointed out 
that for the first time in modern 
history the cost of training and 
equipping a soldier was less than 
the value of what he would destroy 
in war. The implication was that in 
the future it will require much 
longer to recover from major wars, 
and the tasks of the social scientists 
will become even more burdensome. 
Several of my _ social scientist 
friends search their souls and at- 
tempt to calm their consciences be- 
cause of their shortcomings. Yet 
they hardly know what. sins of 
omission they are. guilty of. Our 
college administrators blame us for 
being inadequate and ineffective and 
prod us to engage in some startling 
piece of research that will save the 
world. The public blame economists 
for not solving the mystery of the 
business cycle, for not controlling 
inflation, for costly and absurd New 
Deal experiments, and for a faulty 
price-control program. Since I am 
an economist, my examples will be 
drawn almost entirely from this 
branch of the social sciences. Most 
of all, people smile over economists’ 
frequent disagreements, and _ still 


18 OPINION AND COMMENT 


| 
chuckle over the hoary gag that if 


two economists were laid end to end 
they still would not reach a con- 
clusion. Too few social scientists at- 
tempt to defend themselves in the 
face of all this criticism. 

The. social scientists cannot help 
the world as much as the world 
expects them to. That is not because 
the social scientists lack either 
imagination or analytical abilities 
but rather because the obstacles 
they have to overcome are so nu- 
merous and varied. These. obstacles 
fall into two major categories, 
namely, difficulties of scientific anal- 
ysis and inability to convince the 
public or its leaders. A businessman 
might be tempted to call them pro- 
duction and marketing problems. 
Let us take up the difficulties of 
analysis first. It is because of them 
that the social sciences are often 
called inexact sciences as contrasted 
with the physical sciences, which 
can be more exact. For this reason, 
in fact, some purists even deny that 
the social sciences are sciences 
at all. 


Difficulties of Analysis 


In discussing the relative difficul- 
ties of analysis which the exact and 
inexact sciences face, let me begin 
with an analogy. Would you agree 
that swimmers are less skillful ath- 
letes than runners because swim- 
mers do not move as fast as run- 
ners? You probably would not. You 
would quickly point out that water 
offers greater resistance to swim- 
mers than the air and ground do 
to runners. Agreed, that is just the 
point. In seeking to solve their prob- 
lems, the social scientists encounter 


scientists. By that I do not mean 
to belittle the great accomplishments — 
of physical scientists who have been 
able, for example, to determine the 
structure of the atom without see- 

ing it. That is a tremendous 
achievement; yet in many ways it 
is not so difficult as what the social i 
scientists are expected to do. The’ 
conditions under which the social” 
scientist must work would drive a 
physical scientist frantic. Here are — 
five of those conditions. He can 

make few experiments; he cannot 

measure the results accurately; he 

cannot control the conditions sur- 

rounding the experiments; he is 

often expected to get quick results 

with slow-acting economic forces; 

and he must work with people, not 

with inanimate objects. Let us look 

at these conditions more closely. 


1. Before a physical scientist will 
admit that his experiment has 
proved successful, he generally re- 
peats it in his laboratory a great 
many times, sometimes hundreds of 
times. The economist, or the po- 
litical scientist, however, has no 
laboratory other than the world be- 
fore him, and its history. An econ- 
omist who wants to find the effect 
of war on national income in the 
postwar period in major nations in 
modern times can uncover perhaps 
a score of usable examples. The 
business cycle analyst knows that 
business cycles are a product of 
only the past century and a half 
and that the major business cycles 
in leading industrial nations are 
comparatively few in number. 


2. Chemists and physicists can 
weigh and otherwise measure solids, 


greater resistance than the tall 
S| 
5) 
: 
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liquids, and gases fairly accurately 
but the economist has less effective 
means of measurement. True, statis- 
ticians have devised many ways of 
correlating figures, determining and 
eliminating margins of error, and 
so forth, to the nth decimal point. 
Unfortunately, this exact mathe- 
matics is all too often used to 
measure units of differing quality or 
figures collected under uncontrolled 
_ conditions. Being able to measure 
to the nth decimal place has less 
meaning under such circumstances. 

One or two examples will illus- 
trate the point. For the past gen- 
eration Americans have attached 
increasing importance to wholesale 
price indexes and cost-of-living in- 
dexes. As you perhaps know, in cal- 
culating these, a so-called normal 
year like 1896, 1913, 1926 or 1939 
is selected as a base and prices 
of several hundred representative 
goods and services are collected for 
that year and allotted their proper 
importance or weight in figuring the 
index. The prices of these same 
goods and services are again col- 
lected and similarly weighted for 
each subsequent year. This is done 
every month now. These indexes 
have proved extremely useful to 
social scientists, and I do not want 
to underestimate their importance. 
They do have their limitations, 
however. 

According to Bureau of Labor 
Statistics figures, the cost of living 
in December, 1947, was 136 per 
cent higher than it was in 1913. The 
comparison cannot be so accurate 
as that. For example, the quality of 
many of the manufactured goods 
involved in the 1913 index has im- 


proved greatly. Automobile tires 
cost about the same but will run five 
times as many miles before wearing 
out; also, gasoline will carry the 
car farther; and, of course, the cars 
themselves are greatly improved. 
Transportation by car or train is 
faster, thereby saving valuable 
time; medical knowledge is better 
so that the average doctor’s advice 
is worth more; fuel for heating 
homes is cleaner; and so on. 

To take a more modern example 
of difficulties in using indexes, some 
of you may recall the Battle of 
the Indexes that raged in 1944. The 
government maintained that the 
cost of living had risen only about 
23.1 per cent since January, 1941, 
and did not justify further wage in- 
creases, but the AFL and the CIO 
contended that 43.5 per cent was a 
more accurate measurement. That 
was a sizable difference of opinion. 
The labor statisticians emphasized 
that some important goods in the 
index were simply not available at 
OPA prices and could be obtained 
only on the black market. All of us 
had some experience with the 
poorer quality of numerous wartime 
goods and learned firsthand that 
items like white shirts or rented 
houses were virtually unobtainable 
at the ceiling prices on which the 
indexes were based. Under the cir- 
cumstances, price indexes should be 
regarded as valuable trend indica- 
tors but should not be accepted as 
highly accurate measuring devices. 
When someone starts analyzing a 
price index to explain why it has 
risen, say .45 of 1 per cent, skepti- 
cism is in order. Yet it is by such 
accurate measurements that physi- 
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cal scientists reach significant con- 
clusions. 


3. The physical scientist can gen- 
erally control the conditions sur- 
rounding his experiments whereas 
the social scientist cannot. As my 
colleague, Professor Ralph Blodgett, 
has neatly described the situation, 
“The student of chemistry, for ex- 
arnple, can place a quantity of iron 
filings in a test tube, cover them 
‘with a certain amount of hydro- 
chloric acid under controlled condi- 
tions, and be fairly confident of 
being able to observe and measure 
the results accurately. The econ- 
omist cannot place the consumer in 
a test tube, pour a solution of low- 
ered prices over him, and measure 
the results. Instead, he must rely on 
his observations of the consumer in 
the ordinary business of life where 
he will react to lowered prices in 
some way or other, amid a welter 
of other influences.” 

Let us take the example of a 
specific economic experiment. In 
1933-34 the government, on advice 
of certain economists, devalued the 
gold dollar by 41 per cent. It was 
expected by the authors of this 
scheme that it would shortly raise 
the price level by 69 per cent and 
thereby restore prices to the so- 
called normal level of 1926. The 
purpose was to lighten the debt 
burden of farmers and others. But 
the wholesale price level rose only 
about 21 per cent in the next two 
years, much less than the experi- 
menters anticipated. Even this dis- 
appointing rise could not be defi- 
nitely ascribed to any single cause. 
There was good reason for believ- 
ing some of it was owing to severe 


droughts, some to the AAA pro- — 
gram, some to price increases due to © 
rising wage and other costs under — 
the NRA, and some to normal re- — 


covery from the depths of the de- 
pression. How much of the price 


rise was due to each of these? Who ~ 


can do more than make a rough 
guess? 

4, At this point some thoughtful 
person may interject, “Ah, but you 
are asking too much to expect the 
full results of that experiment to 
be apparent in so short a time as 
two years.” The objection is well 
taken. In fact, the matter of time 
is the fourth difficulty which the 
social scientist must attempt to solve 
and yet cannot solve very well. The 
longer time he allows for his ex- 
periment to work out, the more ex- 
traneous factors are likely to creep 
in; and the shorter the time he al- 
lows, the more open he is to the 
accusation that his experiment is 
incomplete. Yet as the country and 
the world become more populous 
and more industrialized, the longer 
it takes economic and other forces 
to make themselves felt. At the 
same time, if the experimenting 
social scientist is say, a government 
economist trying out some plan he 
has sold the administration, he must 
be able to show results quickly, con- 
vincingly, and on the first try. 
Otherwise, his theory is tagged as 
a failure. Would the physical sci- 
entists like to make experiments 
under such conditions ? 


5. Another reason a government 
economist’s experiment may fail is 
that people are necessarily the sub- 
ject of the experiment; they know 
they are the subject, and they may 
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want the experiment to succeed or 
to fail. In wartime, by economizing 
and working harder than usual to 
help win the war and combat infla- 
tion, they may successfully delay 
the operation of inflationary forces. 
Or people may sabotage an experi- 
ment because they dislike the po- 
litical and economic philosophy be- 
hind it— many persons found the 
intricate regulations of NRA and 
OPA distasteful—or because the 
experiment hurts their pocketbook 
or the prestige they enjoy in their 
business, or both. The nature and 
purpose of any experiment cannot 
long be kept secret in a democracy. 
Increased pump-priming by the gov- 
ernment in the latter 1930’s seems 
to have made businessmen more dis- 
trustful. It slowed down the turn- 
over of currency and the invest- 
ment of risk capital and partially 
neutralized just what pump-priming 
was intended to achieve. As late as 
1940 we still had considerable de- 
pression left if a figure of ten mil- 
lion unemployed means ’ anything. 
Professor Schumpeter of Harvard 
went so far as to say about that 
time that recovery from depression 
had been the slowest where the 
greatest efforts had been made by 
governments to promote it—14in 
France and in the United States. 
Let us take another example. 
There has been a fairly serious de- 
pression in every major nation after 
every long war in modern times. 
We have been expecting one almost 
daily since V-J day in August of 
1945. Government economists were 
especially sure in 1945 that wide- 
spread unemployment would follow 
the war and urged the administra- 


tion to lay its plans accordingly 
and the public to prepare for the 
worst. Yet the depression has not 
come yet. It is frequently said that 
when a depression does come, it 
will be the best advertised one in 
history. This may be one important 
reason that it does not come, or at 
least that it has been so long de- 
layed. To sum up the situation: the 
physical scientist does not have to 
contend with iron filings that resist 
being dissolved or whose character 
may change because they expect to 
be dissolved. 

Once you understand the social 
scientist’s difficulties, you will have 
more patience with him. You will 
recognize that he can make few 
experiments, that even history of- 
fers him few clear-cut, document- 
able examples, and that he there- 
fore has to supplement his findings 
with logic and intangible common 
sense. That is admittedly to depart 
from the realm of science and to 
invade that of judgment. It is at 
this point that the social scientist is 
most apt to make mistakes and that 
disagreements are most likely to 
arise. You should therefore be most 
skeptical when he relies on logic 
alone; yet at the same time you 
have to admit the necessity for his 
doing so. 

In the past two generations few 
new principles have been established 
in the social sciences. This is con- 
trary to the layman’s beliefs, but 
it is true. If you doubt it, name 
some. True, many interesting 
theories have been advanced, but 
most of them have not been widely 
accepted. The reasons, it may be 
surmised, lie in the five difficulties 
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just described, namely fewness of 
experiments, uncontrolled condi- 
tions, difficulties of measuring re- 
sults, concluding experiments at the 
right time, and resistance by the 
subject of the experiment. Even if 
the social scientists eventually ac- 
cept some of the new theories as 
principles, it will take many more 
years before the public and its lead- 
ers do likewise. 


Difficulties of Convincing Others 


There are several reasons that 
social scientists have a hard time 
convincing those who doubt their 
laws. First, their principles do not 
always operate, or sometimes seem 
not to operate. Since economics is 
representative of the social sciences, 
I shall continue to draw my exam- 
ples from that field which I know 
best. Second, to the layman, there 
seem to be sharp differences of 
opinion among even competent 
economists. This fact causes many 
people to wonder whether it mat- 
ters what policy is followed. Third, 
the very persons whom the econ- 
omist may want most to’ convince 
often have. strong reasons for not 
wanting to be convinced. At the 
same time the public, whose welfare 
is at stake, takes little interest in the 
argument. Fourth, it is difficult to 
demonstrate economic principles ef- 
fectively. Illustrations need to be 
up to date and personal, but eco- 
nomic illustrations sometimes in- 
volve life on imaginary islands or 
are presented in complicated graphs. 
At best they deal with groups of 
people from another time or an- 
other country. This is done to sim- 


plify the example and eliminate ele- 
ments of controversy. It is hard to 


trace cause-and-effect relationships © 


in a complex economic system like 
our own. More than one cause can 
nearly always be advanced for any 
development. Last, economic prin- 
ciples generally take not days and 
months but years and even decades 
to operate. Yet the government ad- 
ministrator has a problem he must 
solve now; he must be able to show 
quick results. Let us look at several 
historical illustrations of some of 
these statements. 


1. The public expects all prin- 
ciples to work every time. Physical 
scientists can rely on their laws to 
work every time. The law of grav- 
ity never fails. The existence of 
atomic energy has been demon- 
strated in most devastating fashion. 
But social scientists talk in terms 
of tendencies. They cannot be sure. 
Sometimes their laws appear to fail. 


There is always a reason when this — 


happens. Occasionally the law needs 
further qualifications. More often 
the conditions necessary for its op- 
eration are not all present. Remem- 
ber that one of these conditions is 
“other things being equal,” and 
sometimes they are far from equal. 
On the blackboard, other forces 
that interfere can be conveniently 
brushed aside. In life, these other 
forces may nullify or redirect the 
original ones. The experienced 
economist may foresee and allow 


for some of the nullifying and redi- 


recting forces, but he cannot expect 


to foretell all future events or to. 


weigh them accurately. Sometimes 
he overemphasizes an economic law 
or an economic force. That does not 
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“mean that the law is wrong but 
only that he has miscalculated its 
significance in this particular in- 


stance. But let us have some 
examples. 
In 1878 Congress passed the 


Bland - Allison Act, under which 
$2,000,000 in silver dollars was 
coined each month. The law was a 
“sop” to the silver mining interests 
and to the farmers and debtors of 
the West. Critics said it was danger- 
ous and inflationary. Pumping more 
money into circulation should tend 
to push prices up, other things being 
equal. But they were not equal. De- 
spite the Bland-Allison Act, prices 
fell for another 18 years. Why was 
this so? For one thing the number 
of bank notes in circulation was 
somewhat reduced in this period. 
For another, a prosperous and 
growing nation needed additional 
money with which to do its increas- 
ing business and consequently ab- 


sorbed the silver without ill effects. — 


Without these silver dollars, prices 
would probably have fallen even 
more. This does not prove that the 
critics of silver inflation were basi- 
cally wrong but does show that they 
were unable to foresee all the com- 
pensating factors. Increasing the 
money supply has generally been 
dangerous, and they were acting on 
the strong probability that it would 
be again. It remains true that man- 
kind would fare better by respect- 
ing this probability than by ignor- 
ing’ it. 

The Agricultural Adjustment Ad- 
ministration affords another ex- 
ample. Any layman knows that a 
nation cannot become more prosper- 
ous by producing less. Yet the AAA 


proposed to make farmers more 
prosperous, and the rest of the 
nation as well, by planting fewer 
crops. Moreover the plan seemed to 
work, for in the next few years not 
only farm incomes but national in- 
come rose. How could this be? 
There were, of course, several other 
factors at work besides the AAA. 
Probably the momentum of normal 
recovery from the depths of a de- 
pression was largely responsible. 

More examples might be cited. 
These two serve to illustrate that 
when a reputable economic principle 
fails to perform as expected, there 
is generally a good reason. Often 
it is some countervailing force, 
although the nature of that force is 
not always clear at the moment. 
Unfortunately, the layman is more 
impressed with the failure of the 
vaunted principle than with the 
economists’ excuses. 

2. When economists disagree, 
they confuse the layman and lessen 
his respect for economic principles. 
Why do economists disagree so 
much? There are two answers to 
this question. One is that the dif- 
ficulties of analysis, which have 
been mentioned, make it hard to 
rule out any theory. Physicists can 
more readily disprove perpetual 
motion than economists can the 


equivalent theories based on “get- 


ting something for nothing.” It is 
harder to discredit ‘the “cranks” in 
the social sciences, although experi- 
enced scholars are able to recognize 
some of the same false panaceas 
proposed in each generation. And, 
remember, anyone can call himself 
an economist. Thus, a_ political 
leader with a new or costly pro- 
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gram can always find an “econo- 
mist” with a theory that will give 
his program economic standing. 
When this pet theory is not upheld 
by subsequent events, the authors 
can plausibly point to uncontrollable 
factors or insufficient time as the 
reason for failure. Once in a while 
they are right. 

The other answer to the accusa- 
tion that economists disagree is 
that, despite some notable disagree- 
ments and failures, the majority of 
economists agree on most economic 
principles. It is their disagreements 
that are publicized, since nearly all 
economic principles affect our daily 
lives. Physicists, doctors, and many 
other professional men have their 
differences too. About ten years ago 
two very prominent physicists dis- 
agreed sharply over the structure 
of the atom. The fact that they 
agreed on most laws of physics was 
not publicized. Time will clearly re- 
veal which physicist was right in his 
analysis, but time can rarely vindi- 
cate a social scientist so clearly. In 
the medical profession, too, doctors 
disagree on diagnosis and remedies. 
What does the layman do then, es- 
pecially if he or a loved one is the 
patient? Usually he chooses the ad- 
vice of the doctor he trusts most. 
If he was wise, he originally 
learned something of the profes- 
sional standing of his doctors and 
of their relative success in the past. 
Likewise, in choosing which econo- 
mist’s advice to follow, the public 
official or voter should investigate 
his professional standing and other 
measures of his success. 

Louis Howe, President -Roose- 
velt’s closest adviser “at the start 


of his administration, told a Prince-~ 
ton University faculty group in 
1933 that the President and his ad-~ 
visers had decided that few cco 
nomic principles were worth re- — 
specting. Although the New om 
did not ignore “ail economists, it — 
subsequently turned a deaf ear to ~ 
the economic advice of two profes- { 
sors, one from Princeton and one — 
from Harvard, who had had exten- 
sive experience in advising coun- 
tries in financial difficulties. At the — 
same time it readily accepted and ~ 
acted on the unorthodox theories © 
of economists of no experience. 
The latter promised quick results 
that would be politically pleasing. 
But following their advice produced 
meager immediate results and laid 
the first foundations for our pres- 
ent-day inflation. 
A few years ago, at the height of 
New Deal spending, certain econo-— 
mists argued persuasively that it 
was not necessary to balance the 
budget every year. The government 
should spend more than its tax in- 
come in a depression and then pay 
off the debt when prosperity came 
back. The idea was gladly accepted, 
and heavier taxes were postponed 
until prosperity returned. World 
War II made the debt larger and 
presumably even more necessary to 
retire. It also brought back pros- 
perity. Now another reason, “It 
doesn’t matter, we owe it to our- 
selves,” is advanced by a new school 
of economists for again postponing 
debt retirement. They also argue 
that we live today in a changed or 
matured economy subject only to 
new laws. Are they right or are they 
deceiving themselves and the public 
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_ with a pleasing rationalization? 
~The more orthodox economists 
still worry over the mountain- 


ous debt. They point to numerous 
historical examples in which a 
heavy debt burdened or even bank- 
rupted the nations that owed it. 
Texas, a century ago, numerous 
Latin-American nations, Germany, 
France, Italy, and even England 
after World War I are all examples 
in varying degrees. What are Con- 
gressmen hounded by pressure 
groups likely to decide after listen- 
ing to the arguments of these two 
schools of economic thought? They 
should ask themselves whose rea- 
soning is more solidly based on ex- 
perience. But they may easily con- 
clude that since the economists do 
not agree, they may as well choose 
‘the advice that is easier to take. 

This much seems certain. If the 
easy way is taken and the debt 
burden causes trouble, the entire 
economics profession will receive 
a good share of the blame. Even 
those who say they gave the right 
advice will be told they should have 
protested more vigorously. If you 
think that statement is unduly pes- 
simistic, then answer this. Who is 
remembered when the Panic of 
1929 is recalled? The many econo- 
mists who urged caution or the 
famous one who said that “stock 
prices have reached what looks like 
a permanently high plateau”? 

3. Social scientists must continu- 
ally meet the objections of vested 
interests that will be hurt financially 
by the observance of certain of 
their principles. In any situation in 
which their investment and a prin- 
ciple conflict, the vested interests 


will probably deny that there is a 
principle. Or if they admit that 
there is one, they will deny that it 
is pertinent to the situation. Or if 
they admit its pertinence, they may 
say that the damage to them will be 
greater than any good accomplished. 
And while the discussion goes on, 
the public, which usually has the 
most to lose, may be bored by the 
arguments, confused by the com- 
plexities of the issue, and indiffer- 
ent as to the outcome.. That is per- 
haps the most discouraging part of - 
it all. 

There is no issue on which econo- 
mists have been in greater agree- 
ment in recent years than on the 
nation’s silver- buying policy. In 
1936 an agent of the conservative 
American Liberty League circulated 
a questionnaire on current economic 
issues at the annual meeting of the 
American Economic Association. 
To the question, “Do you approve 
the Administration’s silver purchase 
plan?” 243 answered “no” and only 
one replied “yes.” Since the 1870’s 
the western mining interests of the 
country have sought one law after 
another to increase government 
purchases of silver. Several times 
they have been successful. Their 
greatest victories have come when 
they had the support of pro-infla- 
tionary elements in the country, as 
in 1878, 1890, and 1933-34. In be- 
tween they have generally fought 
their battle alone. Silver is a profit- 
able by-product of gold, copper, 
lead, and zinc mining. It is the 
owners of these mines who have 
been most interested in silver pur- 
chase laws. These mines are located 
largely in several sparsely settled 
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far western states. Repeatedly the 
14 Senators from seven of those 
states, acting as a bloc, have refused 
to support vital pieces of legislation 
unless “something was done for 
silver.” Writing in Collier’s for Oc- 
tober 11, 1947, Henry Morgenthau, 
Jr., said, “Even as late as 1939 
Roosevelt was forced to ‘buy’ repeal 
of the Arms Embargo Act by agree- 
ing to a more favorable price for 
domestic silver. Senator Key Pitt- 
man of Nevada told him, ‘We have 
got 18 votes and what are you going 
to do about it?’” This industry has 
in recent years drawn over a billion 
dollars from the Federal treasury. 
The silver dollars have had only 
from 30 to 60 cents worth of silver 
in them, depending on the prevail- 
ing price for silver. The same is 
true of other silver coins. Thus 
silver has had to be redeemable in 
gold or gold shipments just as paper 
money is. Silver coins are nothing 
but promises to pay, written on 
silver. That is a needlessly expen- 
sive substance on which to write 
promises. 

All this has been repeatedly 
pointed out to Presidents, Congress- 
men, and party leaders by many of 
. the outstanding monetary econo- 
mists of the country. Again and 
again the Economists National 
Committee on Monetary Policy, a 
nonpartisan and unprejudiced group 
of recognized and _public-spirited 
economists, has exposed this silver 
“racket.” But the strength of the 
pressure groups, the tactics of 
the 14 senators, and most of all, the 
ignorance of the public on this 
somewhat technical problem have 
protected the silver interests. 


To cite another brief but perti- 


nent example, almost all of us are — 


pleased that our taxes have been 
lowered lately. Yet most of us know 
that taxes probably should have 
been kept up and the surplus ap- 
plied to reduce the burdensome pub- 
lic debt. Still, immediate pleasure 
means more to us than fear of the 
long-run consequences. 

4. Some economic principles are 
not complex but are difficult to 
demonstrate convincingly because 
their operation is not what it ap- 
pears to be. An outstanding example 
is the tariff. This is also a subject 
on which economists are in almost 
unanimous agreement. On the 1936 
Liberty League questionnaire 
already mentioned was the query, 
“Do you favor a reduction of the 
tariff?” Out of 238 economists an- 


swering, 220 replied “yes” and only 


18 “no.” 

For years economists have taught 
that tariffs tend to lower the stand- 
ard of living because they keep 
the consumer from buying in the 
cheapest market. They prevent the 
world from beating a path to 
the door of the man who makes the 
best mousetrap. They keep the pub- 
lic from enjoying the economies 
which specialized persons or spe- 
cialized regions can offer. Most 
academic people are convinced that 
the economists are right. Yet prog- 
ress in reducing tariffs has been 
painfully slow in the last century, 
if indeed there has been any prog- 
ress at all. In 1930, when Congress 
passed the high Smoot - Hawley 
Tariff Act, one thousand economists 
petitioned President Hoover to veto 
it. He ignored them and signed it. 
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_ When economists are in such vir- 
tually unanimous agreement on a 
subject like the tariff, why are their 
logic and petitions ignored? You 
know the answer without being told. 
Each Congressman supported the 
tariff to protect the industries in his 
district. By “log-rolling” with other 
Congressmen, protection for many 
industries was obtained. Some Con- 
gressmen thought selfishly of cam- 
paign-fund support from these in- 
dustries, and some quite honestly 
feared that the competition of 
foreign products would spread un- 
employment in their districts. In 
many cases the motives were mixed. 
It was easy for a Congressman to 
fear that the competition of a 
cheaper foreign product would 
cause wage cuts or even factory 
shutdowns in his area and genuinely 
hurt some of his constituents. He 
may have been entirely right in this 
diagnosis. On the other hand, it was 
difficult for him to see that tariffs 
raised the cost of living a little for 
many of his constituents and for 
many more people elsewhere in the 
country, that all these little in- 
creases added up to a greater 
amount than the losses to the few, 
and that tariffs discouraged the 
growth in this country of more suit- 
able industries and thus destroyed 
opportunities for the persons who 
would prosper in them. It is vir- 
tually impossible to prove such 
future results in a convincing and 
scientific manner. It is particularly 
difficult when the Congressman is 
skeptical to start with and is under 
pressure from persons whose liveli- 
hood will be seriously hurt if the 
proof is accepted and acted upon. 


5. Most economic principles take 
years to operate. Thus they neither 
assist nor alarm political leaders 
who want to solve problems as 
promptly and painlessly as possible. 
During the last generation this 
country has faced emergency prob- 
lems in two world wars and a major 
depression. To meet these problems 
we have engaged in all kinds of 
economic experiments. Some of 
these experiments have flouted well- 
established economic principles. 
Why have so many experiments 
been made? Why have they so 
often flouted established principles? 
Partly because of the problems of 
government and partly because it 
takes so long for economic prin- 
ciples to operate. Such problems as 
huge agricultural surpluses, mil- 
lions of unemployed, or costly wars 
to finance had to be met immedi- 
ately. The easiest solution to the 
farm problem was to establish farm 
monopolies to increase farm in- 
come. And to meet staggering relief 
and war costs, billions of dollars 
of bonds were sold to banks. All 
these methods were admittedly con- 
trary to orthodox economic prin- 
ciples. Critics were quick to rise and 
point out that flouting these prin- 
ciples would prove disastrous in the 
long run. To that government ad- 
ministrators were prone to reply 
that they had a problem to meet 
now, and that in the long run they 
would be dead or at least out of 
office. In fact, they would be out 
of office in the short run too, if they 
failed to follow some plausible 
course of action and show results. 

The handling of the farm prob- 
lem in the 1930’s is an illustration. 
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The Great Depression witnessed 
sharply falling prices, and these 
were especially hard on farmers. 
Part of the trouble was owing to 
overproduction of agricultural com- 
modities. The term “overproduc- 
tion” needs to be defined carefully. 
Overproduction means producing 
more of some goods than can be 
sold at prices that will cover costs. 
There are four possible approaches 
to the overproduction problem in 
agriculture. They are: cutting costs, 
increasing demand, decreasing sup- 
ply, and raising the general price 
level. Raising the price level helps 
because farm prices rise faster than 
other prices; besides, it enables 
farm debtors to pay their debts 
more easily. The first two of these 
four solutions— decreasing costs 
and increasing demand—are dif- 
ficult to accomplish but are eco- 
nomically sound policies in the long 
run. The last two — decreasing sup- 
ply and raising the general price 
level — get quick results but may 
cause serious dislocations in the 
long run. 

The Administration, however, 
needed quick results and therefore 
employed the two policies that 
would get them. To decrease supply, 
a government-sponsored farm mo- 
nopoly was established. This was 
the Agricultural Adjustment Ad- 
ministration (AAA). Under its di- 
rection crops were limited and farm 
incomes quickly rose. But in time 
the higher prices for cotton, to take 
one example, caused some of our 
foreign customers for cotton to buy 
more from lower-priced cotton pro- 
ducers in other parts of the world. 
The South thus lost some of its best 


cotton customers, which was hardly © 
a good permanent solution and 
could easily have been foreseen. It — 
is noteworthy that in the 1936 poll 
of economists already referred to, 
193 opposed the AAA program and — 
only 29 favored it. 

To raise the price level (the other — 
short-run solution) Congress passed { 
the famous Thomas Amendment to 
the AAA on May 12, 1933. This 
provided several ways to raise 
prices although only one was actu- 
ally used. That was the devaluing 
of the dollar in 1933-34. It tempo- 
rarily benefited the farmers but 
soon caused other nations to de- 
value their currencies too. Also it 
laid some of the foundations for the 
present-day inflation. In the same 
economists’ poll of 1936, 151 
favored stabilizing the dollar at its 
then present gold value and only 
56 were opposed. In brief, two dubi- 
ous policies which got quick results 
were adopted despite the fact that 
they were known to be dangerous 
from an economic viewpoint. 


Conclusion 


All the foregoing illustrations 
show clearly why the economists 
and other social scientists seem to 
make less progress than the physical 
scientists. The social scientists are 
not-backward or unprogressive in 
the sense that they lack scientific 
ability, ingenious ideas, willingness 
to work hard at their profession, or 
even the desire to experiment on 
the public. Their slower pace is the 
result of at least five impediments to 
developing new principles and five 
difficulties in the way of convincing 
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the public to accept any principles, 
new or old. Even if an economic 
panacea for the world’s ills were 
found, it would probably not gain 
acceptance for years. More effective 
ways of convincing the public are 
the greater need. The social scien- 
tists could probably keep up with 
the physical scientists quite satis- 
factorily, if the public and its leaders 
were willing to respect the prin- 


already agree upon. They do not 
even do that. Thus they bring need- 
less misfortunes down on their 
heads and on their children’s heads. 
Then they blame the economists and 
other social scientists. Being hu- ~ 
man, the social scientists are not 
blameless, of course. But they are 
far less at fault than contemporary 
“bromides” and clichés would in- 
dicate. 


ciples that most social scientists 


The Building Boom. The business situation is receiving strong support 
from construction activity, which by any measure is at record levels. The 
value of new construction put in place during the first five months of this 
year, according to the Bureau of Labor Statistics, was $6.1 billion, 35 per 
cent greater than in the same period last year. Residential building showed 
an increase of 62 per cent, industrial and commercial construction was about 
the same, all other construction was up by 31 per cent. Recent contract 
awards, affording a measure of work to be started, indicate that no let-up 
is to be expected, but rather the contrary. The Dodge reports on contracts 
awarded in the 37 Eastern states. showed for May the highest peacetime 
total ever recorded, 44 per cent above the same month a year ago.... 
These are dollar figures, but government statistics are also available on the 
number of family dwelling units (houses and apartments) started. During 
the five months the total was 356,000, or 28 per cent above last year. At this 
rate more dwellings will be started in 1948 than in the previous record year 
of 1925, when the total was 937,000. Last year 849,000 units were started. — 
From the July letter of the National City Bank of New York. 


Strikes in 1948. The usual spring pattern of increased strike activity was 
again apparent this year, although the total number of work stoppages is well 
below that of a year ago. The number of relatively large strikes, those 
involving 1,000 or more workers, remained about the same as that of last 
year. Because of the magnitude of the coal stoppage, total man-hours lost 
because of industrial disputes were higher so far this year than in the cor- 
responding period.a year ago, but lower in each month of this year except 
March. There was generally a growing reluctance on the part of both labor 
and management to precipitate strike action if it could be avoided. — From 


Monthly Labor Review, June, 1948. 
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HE boy has an excellent scho- 
lastic record, and he was ac- 
tive in campus affairs, but do 

you really think ‘he can sell?” 

Many, many times during the last 
fifteen years business men who vis- 
ited our campus, looking for gradu- 
ates to fill positions on their sales 
forces, have asked the writer this 
question. Even after an adequate 
training program and careful selec- 
tion based upon a fine record in 
school and a pleasing personality, 
there always remains that “shadow 
of a doubt” —can he really sell? 

Probably there will never be a 
completely satisfactory answer to 
such a query: however, every bit of 
additional evidence that can be given 
a potential employer that a certain 
student has all the earmarks of a 
good salesman will increase the 
number of our graduates’ placed in 
acceptable: jobs following gradua- 
tion. Furthermore, consider that 
more college graduates are going 
into sales jobs than into any other 
type of work today, and the im- 
portance of this information be- 
comes increasingly apparent. 

When asked this question, the 
writer has been forced to reply that, 
aside from good work in class and 
prominence in extracurricular af- 
fairs, such as college or fraternity 
committees, campus politics, or ath- 


letics, there is really no assurance { 
that any young man has what it — 
takes to become a good salesman. 

During the past academic year an 
experiment was tried which seems 
to have definite possibilities in ad- 


_ ding to the information we are able 


to supply to firms seeking sales 
talent. This account of it has been 
prepared with the thought that it 
may have similar application to 
other fields than selling, and with 
the hope that by publicizing it the 
plan may be criticized and im- 
proved. 

Last year, Professor Richard M. 
Page, a visiting lecturer in the De- 
partment of Psychology, ap- 
proached the writer with a new 
test for sales interest and aptitude, 
called a ‘Personal Reaction Sur- 
vey.” This new test was designed 
to eliminate or to minimize the chief 
criticism of such tests in the 
past, namely, the possibility that the 
person being tested would answer 
the questions as he thought they 
should be answered to secure the 
highest grade and get the job rather 
than to express his own true per- 
sonality and interest.” As an illus- 
tration of this, suppose a young 
man is taking a test in the effort 
to get a desirable selling job. He 


*See footnote on following page. 
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is asked to answer the following 
question: “Do you prefer to stay 
at home evenings and read Milton, 
or do you prefer to go to the Elks 
Club and play cards with the 
crowd?” Even though he does pre- 
fer poetry to poker, he would not 
be silly enough to jeopardize his 
chances of getting the job by 
answering this as he should. Hence 
he indicates his preference for the 
card game, and therefore misrepre- 
sents himself and defeats the entire 
purpose of the examination. 
Professor Page has worked out 
an interest test which consists of 
115 questions, 
simply “fillers’ and are not con- 
sidered in the final grade. The 
other 60 questions have been found 
by many trials to be of such a 
nature that good salesmen answer 


them habitually in the same way, | 


whereas poor salesmen habitually 
give the opposite answers. Of 
course, the person taking the test 
does not know which questions are 
“fillers” and which ones are to be 
considered; frequently he thinks he 
is outguessing the test by putting 
down an untrue answer which, as a 
matter of fact, does not enter into 
his grade at all. 

Because there are many different 
kinds of selling work, Professor 
Page uses six different grades or 


1Professor Page developed this-new 
test in collaboration with the Dart- 
nell Corporation (4660 North Ra- 
venswood Avenue, Chicago). It was 
announced in the July, 1948, release 
of materials for sales managers by 
Dartnell Corporation and is now 
available through them to _ sales 
executives or others who are inter- 


ested. 


55 of which are 


classifications of sales jobs: engi- 
neering salesmen, salesmen of intan- 
gibles, general commercial traveling 
salesmen, route salesmen calling on 
middlemen, route salesmen calling 
on consumers, and retail salespeople. 
For each of these six classifications, 
two special keys have been prepared 
for grading the answers. These 
keys are based upon the age of the 
person taking the examination, 
since it has been demonstrated that 
older people answer questions dif- 
ferently in many cases than young 
people. The age of 40 is the divid- 
ing line between the two age groups. 
Therefore, twelve different keys are 
required to grade all the tests. 

In addition to sales interest and 
aptitude, called the personal reac- 
tion survey, Professor Page has in- 
cluded a vocabulary test consisting 
of 81 word choices to indicate the 
intelligence, or mentality level, of 
the applicant. Therefore his com- 
plete test indicates both sales apti- 
tude and intelligence. 

This test was given during the 
last semester to 148 students taking 
Problems in Sales Administration, 
and majoring in marketing, with 
sales work especially in mind fol- 
lowing graduation. It was also 
given to 32 students in C.P.A. Prob- 
lems. These students of advanced 
accounting would not be expected 
to show any special qualifications 
for selling. A test to indicate their 
capabilities in. their chosen field 
would naturally be based on other 
factors than those selected by Pro- 
fessor Page. By discovering the 
correlation, if any, between the 
answers of marketing students and 
successful salesmen who had taken 
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the same test, certain conclusions 
might be justified. 

In order to supply a norm or 
standard by which to judge student 
tests, Professor Page selected a 
Chicago sales force of 66 men, 37 
of whom: were regarded as success- 
ful salesmen by their sales manager 
whereas the remaining 29 were con- 
sidered poor salesmen by the same 
standards of measurement. Exami- 
nation of the two charts which ac- 
company this article shows that 
there was almost perfect correlation 
between the good salesmen and the 
marketing students and between the 
poor salesmen and the accounting 
students. 

A bar chart, Figure 1, shows that 
of the 29 poor salesmen, 55 per cent 


UNSATISFACTORY 
~_UNGERTAIN 

GOOD 

EXCELLENT 


POOR SALESMEN (29) 


were graded unsatisfactory, 31 per 
cent uncertain, and 14 per cent 
good; the scale of grading was so 


devised by Professor Page that no — 


poor salesmen would be graded ex- 
cellent. A similar chart, Figure 2, 
shows that of the 37 good salesmen, 
only 5 per cent were graded un- 
satisfactory, 27 per cent uncertain, 
41 per cent good, and 27 per cent 
excellent. In the same chart the 
accounting students were graded 87 
per cent either unsatisfactory or 
uncertain (poor salesmen graded 86 
per cent in these two classes). In 
the two upper classes 13 per cent of 
the accounting students compared 
with 14 per cent of the poor sales- 
men. In contrast to this, the market- 
ing students showed 9 per cent un- 
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satisfactory, 30 per cent uncertain, 
36 per cent good, and 25 per cent 
excellent. Summarized, 39 per cent 
were in the two lower groups as 
compared with 32 per cent for the 
good salesmen, and 61 per cent in 
the two highest groups as compared 
with 68 per cent of the good sales- 
men. In other words, 86 per cent of 
the poor salesmen and 87 per cent 
of the accounting students were un- 
satisfactory or uncertain, whereas 
68 per cent of the good salesmen 
and 61 per cent of the marketing 
students were good or excellent. 

A scatter chart would show even 
more clearly the similarity of data 
for the two groups. Among the stu- 


‘dents the lowest numerical grade 


made by any student was 17 (mean- 


ing that of the 60 questions con- 
sidered in the result he missed 43), 
and the highest grade was 42. 
Among the salesmen the lowest 
grade was 15, and the highest grade 
was 39. In fact, the great majority 
of accountants and poor salesmen 
have grades below 26, whereas the 
great majority of marketing stu- 
dents and good salesmen graded 
above that figure. 

As might be expected, the vocab- 
ulary part of the examination, 
which indicates intelligence, was in 
exact contrast to the sales aptitude 
phase of the test. The median grade, 
34, for accountants and marketing 
students was exactly the same, in- 
dicating that in general mentality 
and intelligence the two groups 
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were on a par. The statement should 
also be made that Professor Page 
used the key designed for the com- 
mercial traveler sales-grade, a type 
of selling for which many of the 
marketing students express a pref- 
erence. However, had the key for 
salesmen of intangibles been used, 
it is possible that the accountants 
would have graded higher because 
their field of specialization is in the 
nature of an intangible. 

Are any worth-while conclusions 
in order as a result of this experi- 
ment? The writer feels that it has 
supplied him with data of some 


talent. Does it justify the conclusion 
that our program of advising and 
placing students in different fields 
of concentration is successful, as 
demonstrated by the high degree of 
sales aptitude displayed by sales- 
minded students? Is there a possi- 
bility that by giving such tests dur- 
ing the freshman or sophomore 
years, and then repeating the tests ' 
during the senior year, our students 
would be given added assurance of 
being in the type of work for which 
they are best suited? Could similar 
tests be prepared for other fields 
than selling? 


value to business firms seeking sales 


Population Forecasts. A recent publication of the Bureau of the Census 
estimates the population of the United States in 1975 at 166,000,000, assuming 
medium decreases in birth and death rates and a net immigration of 100,000 
persons a year. The trend toward an aging population will increase the social 
security load and thus result in higher taxes. Moreover, there are likely to be 
important changes in the demand for various types of consumer goods, since 
the tastes of older people tend to be conservative. The present notable in- 
crease in the birth rate will pose a serious problem for the school system. 


Draining the Lifeblood. ‘The perpetuation of our economic system is de- 
pendent upon a steady flow of fresh capital, which is the lifeblood of busi- 
ness. The chief source of this capital is the surplus earnings ploughed back 
into business, while most of the remainder comes from the surplus savings 
of the well-to-do. . . . So “soaking the rich” is like firing a shotgun into the 
crowd. It is a shortsighted policy as it jeopardizes all interests. Experience 
has indisputably shown that confiscatory taxation chills the spirit of personal 
initiative, discourages the accumulation of savings, and forces capital into 
hiding. Carried to its logical conclusion, confiscatory taxation destroys wealth 
and distributes poverty, as has been demonstrated over and over again by 


countries that have followed this course. — From New England Letter (First 
National Bank of Boston), June 30, 1948. 
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Comments on the 
Morton Salt Company Case 


CC. Curtis 


Division of Business Law, University of Illinois 


N important decision which 
will -affect quantity discounts 
allowed larger customers 


was that rendered by the United 
States Supreme Court in May, 1948, 


- in the case of Federal Trade Com- 


mission vs. Morton Salt Company. 

The Robinson-Patman Act, which 
became law in 1936, made it “un- 
lawful for any person engaged in 
commerce, in the course of that 
commerce, either directly or indi- 


rectly, to discriminate in price be- 


-tween different purchasers of com- 


modities of like grade and quality, 
where either or any of the pur- 
chases involved in such discrimina- 
tion are in commerce, where such 
commodities are sold for use, con- 
sumption, or resale within the 
United States ...and where the 
effect of such discrimination may be 
substantially to lessen competition 
or tend to create a monopoly in any 
line of commerce, or to injure, de- 
stroy or prevent competition with 
any person who either grants or 
knowingly receives the benefits of 


such discrimination or with cus- 


” 


tomers of either of them. . . 

The Act contains a proviso that 
“nothing herein contained shall pre- 
vent differentials which make only 
due allowance for differences in the 
cost of manufacture, sale or de- 
livery resulting from the differing 
methods or quantities in which such 
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commodities are to such purchasers 
sold or delivered.” 

The Federal Trade Commission, 
after a hearing, had found that the 
Morton Salt Company, which manu- 
factures and sells table salt in inter- 
state commerce, had discriminated 
in price between different pur- 
chasers of like grades and qualities. 
The Commission had concluded that 
such discrimination was in violation 
of the provisions of the Robinson- 
Patman Act and had issued a cease 
and desist order. The Circuit Court 
of Appeals, one judge dissenting, 
had set aside the order, holding that 
the findings of the Commission 
were not supported by the evidence 
and that the order was too broad in 
its terms. 

The Supreme Court reversed the 
Circuit Court of Appeals and, in 
the main, sustained the cease and 
desist order. The majority opinion 
was given by Justice Black. 

The defendant company manu- 
factured several different brands of 
table salt, and sold them directly 
to (1) wholesalers or jobbers who 
in turn resold to the retail trade; 
and (2) large retailers, including 
chain store retailers. It sold its 
finest brand of table salt, known as 
Blue Label, on what it termed a 
standard quantity discount system 
available to all customers. Under 
this system the purchasers paid a 
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delivered price and the cost to both 
wholesale and retail purchasers of 
this brand differed according to the 
quantities bought. These prices 
were as follows, after making al- 
lowance for rebates and discounts: 


Price Per 
Quantity Case 
Less-than-carload purchases. . $1.60 
Carload purchases........... $1.50 
5,000-case purchases in any 
consecutive 12 months..... $1.40 
50,000-case purchases in any 
consecutive 12 months..... $1735 


Only five companies had ever 
bought sufficient quantities of the 
defendant’s salt to obtain the $1.35 
per case price. These companies 
could buy in such quantities because 
they operated large chains of retail 
stores in various parts of the 
‘country. The five were: American 
Stores Company, National Tea 
Company, Kroger Grocery Com- 
pany, Safeway Stores, Inc., and 
Great Atlantic and. Pacific Tea 
Company. As a result of the low 
price, these five companies had 
been able to sell Blue Label salt at 
retail cheaper than wholesale pur- 
chasers from the defendant could 
reasonably sell the same brand of 
salt to independently operated re- 
tail stores, many of which competed 
with the local outlets of the five 
chain store companies. The distribu- 
tion as of a certain recent year was 
substantially as follows: 


Number of 

Cases Purchased Customers 
ESO ASS SS eae, 3,643 
SOTEAOOO ee sas te 343 
§ ,000-49,999. we. 49 
50,000 and over......... 5 


The defendant’s table salt, other 
than Blue Label, was also sold un- 
der a quantity discount system dif- 
fering slightly from that used in_ 
selling Blue Label. Sales of these 
other brands in less-than-carload 
lots were made at a list price plus 
freight from the plant to the point 
of delivery. Carload purchasers, 
were granted a discount of about 5! 
per cent, and a discount of approxi- 
mately 10 per cent was granted to 
purchasers who bought as much as 
$50,000 worth of all brands of salt 
within any consecutive twelve 
months’ period. 

The defendant’s quantity dis- 
counts on the Blue Label brand and 
on its other table salts were to the 
advantage of certain wholesalers 
and retailers who competed with 
other wholesalers and retailers to 
whom these discounts were denied. 
In addition to the standard quantity 
discounts, special allowances were 
granted certain favored customers 
who competed with other customers 


to whom such allowances were 
denied. 
Theoretically, these discounts 


were available to all, but function- 
ally they were not. Not a single 
independent retail grocery store 
bought as much as 50,000 cases, or 
as much as $50,000 worth, of table 
salt in a year. And though certain 
purchasers obtained one or more of 
the defendant’s standard quantity 
discounts, some of their competitors 
made purchases in such small quan- 
tities that they could not qualify for 
any of the discounts. 

The Supreme Court held that the 
defendant’s standard quantity dis- 
counts were discriminatory within 
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the meaning of the Robinson-Pat- 
man Act. That law permits differ- 
entials “which make only due allow- 
ance for differences in the cost of 


_ manufacture, sale or delivery re- 


XN 


sulting from the differing methods 
or quantities in which such com- 
modities are . . . sold or delivered.” 
This statutory provision permitting 
quantity price differentials was in- 
tended to be limited to differentials 
based upon actual cost differences. 
Otherwise, they could become in- 
struments of favor and privilege 
and weapons of competitive op- 
pression. 

The Circuit Court of Appeals had 
taken the view that the burden 
rested upon the Commission to 
prove that the defendant’s quantity 
discount allowances were not justi- 
fied by its costs savings, in order to 
establish that illegal price discrim- 
ination was involved in the case. 


_ The Supreme Court, however, held 


that the Congress, in enacting the 
Robinson- Patman Act, intended 
that the general rule of statutory 


_ construction should be followed — 


that the burden of proving justifica- 
tion or exemption under a special 
exception to the prohibitions of a 
statute rested upon the one who 
claimed its benefits —and that that 
rule should be applied in this case. 
The Court thought that the Con- 


_gressional intent was that the Com- 


mission need prove only that a 
seller had charged one purchaser a 
higher price for like goods than he 
had charged one or more of the 
purchaser’s competitors. And, thus, 


it was incumbent on the defendant 


to establish that its quantity dis- 


counts were justified by its cost sav- 


ings and permissible under the law, 
rather than upon the Commission 
to prove that they were not so. 

Although there were specific find- 
ings by the Commission that in- 
juries to competition had resulted 
from the defendant’s discounts, the 
Supreme Court stated that it was 
not necessary under the law that 
that body find that injury had actu- 
ally resulted. The Robinson-Patman 
Act required no more than that the 
effect of the prohibited price dis- 
crimination “may be substantially to 
lessen competition . . . or to injure, 
destroy or prevent competition.” It 
was not necessary that the Commis- 
sion show that the differentials had 
harmed competition, but only that 
there was a reasonable possibility 
that they “may” have that effect. 

The Court found, what it thought 
to be obvious, that the competitive 
opportunities of certain merchants 
were injured when they had to pay 
the defendant substantially more 
for their goods than their com- 
petitors had to pay. The Commis- 
sion was authorized to bar discrim- 
inatory prices upon the reasonable 
possibility that different prices for 
like goods to competing purchasers 
may affect competition between 
them. It was sufficient to show that 
the defendant’s quantity discounts 
to competing buyers did influence 
the resale price, in order to estab- 
lish that the practices were forbid- 
den by the law. 

The Supreme Court stated that a 
carload discount, like all others, can 
be justified by the seller who proves 
that the full amount of his discount 
is based upon his actual savings. 
But, it thought.that the defendant 
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had failed to show that proof with 
reference to its carload allowances. 
The Congress had not seen fit to 
give carload shipments any favored 
classification, and the Commission 
and the courts could not do so. A 
ten-cent per carload price differen- 
tial against a merchant would injure 
him competitively just as much as 


a ten-cent differential under any 


other name. 

The Court refused to accept the 
defendant’s contention that, since 
its less-than-carload sales were very 
small in comparison with the total 
volume of its business, the Com- 
mission was not justified in finding 
that the effect of the carload price 
discount was “substantially” to les- 
sen and to injure competition be- 
tween purchasers who were granted 
and those who were denied the dis- 
criminatory discount, the Court 
saying: 

“There are many articles in a 
grocery store that, considered sepa- 
rately, are comparatively small 
parts of a merchant’s stock. Con- 
gress intended to protect a merchant 
from competitive injury attributable 
to discriminatory prices on any or 
all goods sold in interstate com- 
merce, wliether the particular goods 
constituted a major or minor por- 
tion of his stock. Since a grocery 
store consists of many compara- 
tively small articles, there is no pos- 
sible way effectively to protect a 
grocer from discriminatory prices 
except by applying the prohibitions 
of the Act to each individual article 
in the store. Furthermore, in en- 
acting the Robinson-Patman Act 
Congress was especially concerned 
with protecting small businesses 


which were unable to buy in quan- 
tities, such as the merchants here 
who purchased in less-than-carload 
lots.” : 

The Federal Trade Commission 
had included a proviso in its cease 
and desist order making permissible 
price differences of less than five 
cents per case if such differences 
did not “tend to lessen, injure or! 
destroy competition” as between 
wholesalers and as between retail- 
ers. In sustaining the order of the 
Commission, the Supreme Court re- 
ferred the above-mentioned excep- 
tion back to that body to reconsider 
the proviso and so to refashion it 
as not to shift to the courts the 
responsibility of trying issues of 
possible injury to competition, is- 
sues which the Congress had pri- 
marily entrusted to the Commission. 
Apparently, the Court thought that 
the Commission should be more 
specific in its cease and desist order, 
in that it should set forth the pre- 
cise situations in which differentials 
of up to five cents a case were to be 
permitted. 

Justice Jackson (with whom Jus- 
tice Frankfurter joined) dissented 
in part. He thought that the test to 
be applied to determine when a 
price difference was one which 
“may” substantially lessen competi- 
tion, and thus one prohibited by the 
Robinson-Patman Act, was whether 
there was a reasonable probability 
that competition might be injured 
rather than that there was a reason- 
able possibility of that result. Ap- 
plying his reasonable-probability test 
to the facts of the case, he thought 
that the inference of adverse effect 
on competition was warranted by the 
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evidence in regard to the quota dis- 
counts. However, he did not think 
that one could fairly draw the in- 
ference that competition was prob- 
ably affected by the ten-cent carload 
discount. He would have sustained 
the Circuit Court of Appeals in so 
far as it had set aside the cease 
and desist order regarding the car- 


sion of the Supreme Court was a 
unanimous one. 

The decision is one which will 
enhance the prestige of the Federal 
Trade Commission and which will 
aid that body in the performance 
of its duties under the Robinson- 
Patman and under the other laws 
which fall within the jurisdiction of 


load discounts. Otherwise, the deci- that tribunal. 


Local Governmental Services. The activities of the 155,000 local units of 
government in the United States, over 40,000 of which are in the Seventh 
District states, are numerous and varied. Interspersed with some of the most 
basic of government functions are incidental services and remnants of dis- 
continued functions that have accumulated over several decades. While no 
brief characterization of the nature of such services is adequately descrip- 
tive, they tend to fall into two categories: (1) those of a regulatory, inspec- 
tional, and recording nature that are large in number but comparatively 
cheap to administer and do not even in toto bulk large in the cost of local 
government; and (2) those involving substantial costs and playing an 
integral part in the citizen’s day-to-day working and living environment. — 
From “Rescuing Local Government,” Business Conditions, Federal Reserve 


Steps to Ownership of a Home 


Dwicut P,. FLANDERS 
Associate Professor of Economics, University of Illinois 


his castle, has been dramatized in a book, articles, and the movies. 

The following outline is a somewhat more desiccated account of the 
principal steps towards home ownership, and, frankly, may not preserve you} 
from the pitfalls of Mr. Blandings. This analysis has been kept in outline 
form for ease of reference, to be available as a check list, and to reduce 
reading time. The purpose of the outline is to give the prospective home 
owner, who may anticipate buying or building, a view of the forest before 
he gets lost in the trees. It does not follow from this that the outline is a 
substitute for the expert advice that is suggested at different points of the 
outline. 


Mi Blandings, in the throes of building his dream house and building 


Summary x 
I, Preliminary Planning IV. Making Financial Arrangements 
II. Shopping Around V. Making Legal Arrangements 
III. Making Your Decision VI. Some Costs to Be Considered 


I. Preliminary Planning. Put it down on paper. 


A. Definite idea of your family’s needs. 

1. Space. 

a. Minimum space for long-term occupancy. 
b. Possibility of future expansion. 

2. Architectural requirements and arrangements especially desired. List in 
order of importance to your family. Some factors are size of rooms, their 
arrangement, play space, garage, basement, split-level floors, and type of 
heating. 

3. Type of construction and materials. 

4. Location with reference to neighborhood, children’s school, work, transpor- 
tation, utilities, and other factors. 

B. Relation of cost to annual income. 

1. Total cost of home=2 or 24% times annual income, a rule of thumb em- 
ployed by many lenders. Some lenders will go as high as 3 times annual 
income; the buyer will be safer, however, with 2 times annual income. 

2. General level of home costs in your community, in relation to your needs, 
and compared with your annual income. The “minimum” type home will 
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probably cost $10-$13.50 a square foot; what you had hoped to build, $15, 
or more, a square foot. ‘‘Minimum” home means a small house, 4-5 rooms, 
frame construction, no basement, and no extras. 


C. Weighing the possibilities of buying a home already built vs. building your 
own home. 

Existing dwellings reflect in general the current high costs of new construc- 

tion. 

Advantages of new construction. 


t. 


2. 


a. 


b. 


c 
. Advantages of buying an existing dwelling. 
a. 


Satisfy particular needs. 

Lenders’ approval perhaps more easily secured if you are willing to make 
some modification of plans. 

Group action is possible. 


Time. 

1) Occupancy sooner. 

2) No loss of time spent in supervising, or at least worrying about, con- 
struction and other details. 


. Fewer legal and financial matters to work out. 
. Sturdier construction of many older homes. Brick or stone new construc- 


tion is at a ridiculous premium in some communities owing to urgently 
needed public construction and the shortage of masons. 


D. Standards that your prospective home must meet. 

1. Zoning and building ordinances. Your builder or lender will advise you, 
but you can be sure by consulting proper municipal authorities. 
2. To be able to borrow money. 


a. 


In general. 

1) Sound construction and design. 
2) Well located. 

3) Resale value. 


. For particular loans. 


1) Federal Housing Administration, FHA-insured loans. There are 
official minimum requirements. For example: 4,000 sg. ft. of lot; 
total glass area 10 per cent of floor area of habitable rooms; major 
bedroom 100 sq. ft.; minimum size timbers; thickness of masonry; 
etc. Investigate these before you go further with your FHA lender. 

2) Veterans Administration, GI-guaranteed loans. Official minimum re- 
quirements, e.g., 90 days in service; not dishonorably discharged; 
buying a home, not making an investment; appraised by VA repre- 
sentative; purchase price cannot exceed appraised value; etc. In- 
vestigate before you go further with a lender who makes GlI-insured 


loans. 
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II. Shopping Around 


. Buying an existing dwelling. 


1. Sources of information. 
a. Newspapers. Inserting your own want ad and reading ads of others. 
b. Specialized agencies. See yellow pages in telephone book. 
c. ‘For Sale’’ signs posted by owners or agents. 

2. Viewing properties, usually by appointment with owner or agent. 


. New construction. 


1. Sources of information. 
a. Land or lot. See II, A, 1, above. 
b. Those associated with construction work. 
1) Yellow pages of telephone book, advertisements. 
2) Lending agencies are usually willing to supply a list of responsible 
architects, contractors, etc. 
2. The primary steps. 
a. Choosing a homesite. 
1) Individual lots. 
2) Group action and raw land. 
b. Selecting the plans. Architects, contractors, materials, dealers, prepared 


plans from magazines, etc. Your builder will require, and work from, 
blueprints. 


c. Choosing a builder. 
1) Cost arrangements. 
a) Bid price. 
b) Cost-plus. 
c) Cost-plus with a maximum not to be exceeded. 


2) Plans for supervision. Can you do it yourself, or will your architect 
be responsible for supervision? 


. Lending agencies. See yellow pages of telephone book. 


III. Making Your Decision 


. To own home or rent. 
. To build or buy. 


. The agencies with which to deal. 


1. Financial assistance. 
2. Legal advice. 
3. Realtors, architects, contractors, e¢ al. 


. You must have a thorough knowledge of your legal and financial obligations 


before any formal steps to ownership and occupancy are actually taken. 
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IV. Making Financial Arrangements 
A. Types of loans. 
1. Payment of principal. 
a. Straight loans. Principal repaid in a lump sum at maturity. Not ad- 
visable. 
b. Amortized. Principal reduced, usually monthly, as you go along. 
c. Highly desirable to reserve right to reduce principal by amounts in ex- 
cess of stated sum, with corresponding reductions of interest payments. 
2. Insured or guaranteed. Loans made by ordinary lending agencies, but re- 
payment guaranteed. 
a. FHA-insured loans. (Subject to approval by both the lender and FHA.) 
1) For example, Section 203 loans: 


1. Appraised 2. Loan as a 


Value of Land Per Cent 3. Max. 4. Max. 
and Dwelling of 1 Int. Term 5. Applies to 
$6,000 or less 90% bo, 25 yrs. New construction 


$6,000-10,000 90% 1st $6,000 5% 20 yrs. New construction 
80% balance 


Over $10,000 80% but not 5% 20 yrs. New and old 
more than construction 
$16,000 

2) The possibility exists that Title VI may be reinstated. Section 603 
permitted FHA-insured loans for as much as $8,100, and 90% of 
costs (costs more liberally interpreted than under Sect. 203) with 
interest at not more than 4%, and a maximum term of 25 years. 
Section 603 limited to new construction. 

b. Guaranteed loans for veterans. (Subject to approval by both the lender 
and VA.) 

1) Guarantee up to 50%, but not more than $4,000, 25 years, 4%, no 
limit on size of loan. 

2) Sales price cannot exceed VA appraised value. 

3) Gift made of one payment of 4% of guaranteed portion of loan. 

4) Can use GJ-guaranteed loan as 2nd mtg. Thus: $10,000 home, FHA- 
insured loan $8,000, GI-guaranteed loan $2,000; 100% loans are 
possible and have been made in some communities. The theoretical 
limit is FHA $16,000, plus GI $4,000. 

c. Loans guaranteed by other devices, such as required life insurance, are 
not recommended. If your home is not sufficient security, you have not 
been wise in the choice of a lender or a home. 


B. Down payment. 
1. New construction. The 10, 20, or more per cent required as the owner’s 
equity usually may be made up in whole or part by the lot, owned clear. 
Appraised value of the lot will very likely be lower than the current market 


value. 
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2. Old construction. Usually cash required. 

3. A substantial down payment, perhaps 40%, may make some difference in 
the eligibility of the application for a loan, and of course reduces the in- 
terest costs. 


C. Receipt of funds from lender. 

1. Usually after compliance with a number of legal steps listed below. 

2. “New construction lenders.’’ Sometimes the institution which will finally 
grant you a long-term loan will not do so until your home is completed and 
ready for occupancy. This means you must have a construction loan to 
make advances to the builder. Infrequently the builder will do this him- 
self. In any event, it should be clear to you what agency is going to supply 
funds during the process of construction, who is carrying the insurance 
during construction, and other details. 

3. The unpleasant possibility exists that the completed house will have cost 
more than its appraised value. 

a. Because of appraisal on expected value over a period of years, extrava- 
gant building, or fleecing by an unscrupulous agent. 
b. This excess of cost over appraised value may have these results. 
1) Certain refusal of GI guaranteed loan. 
2) Possible refusal of FHA insured loan. 
3) Larger down payment if loan accepted. 
c. To avoid these consequences. 
1) Take blueprints to lender and get “‘firm’’ (not merely ‘“‘conditional’’) 
commitment to lend after construction completed. 
2) Make contract with builder subject to 
a) FHA, VA, or lender’s approval. 


b) If cost-plus, then not to exceed maximum agreed to by FHA, VA, 
or lender. 


V. Making Legal Arrangements 


A. The consulting aspects of the legal arrangements, that is, employing a lawyer, 


might well be chronologically first. It can save your time and may save your 
fortune. 


B. Contract of sale. Parties to contract agree to do certain things. Get them all 
in writing. 

C. Acquiring title. 
1. Deed. A warranty deed should be demanded. Quit-claim deeds are inferior. 


2. Abstract. This is a history of the title of your. property and should have 
no ‘‘cloud.”’ 
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3. Existing encumbrances. Liens, back taxes and assessments, senior mort- 
gages, etc. These are a matter of record at the county court house. 


. When you sign a note, contract, or article of agreement, understand fully 


what your obligations are, direct and contingent. 


. You may wish to investigate the advisability of vesting the title in you and 


your wife under joint tenancy. 


VI. Some Costs to Be Considered 


. Initial outlay. 


1. Down payment. Cash or a building lot. 

2. Legal expenses such as consultation, search of title, revenue stamps, re- 
cording, etc. 

. Appraisal and inspection charges. 

Service or commission charges of private lenders, FHA brokers, etc. 

. Back taxes or assessments, if any. 

. If new construction, cost of plans, utilities, and equipment (if not covered 
by loan) such as cabinets, stove, furnace, plumbing and lighting fixtures. 
Survey of lot ($20-$30), building permit (usually $2.00 on each $1,000 of 
contract cost), plumbing permit to your certified master plumber, electrical 
permit, and so on. 


. Annual payments. 


1. Amortization of principal. 

a. Equal reductions of principal and declining amounts for interest. 

b. ‘Straight line’’ or increasing reductions of principal with declining in- 
terest charges, but having merit of same payment per month (amortiza~- 
tion plus interest) for life of loan. 

c. Other variations to suit borrower. 

d. For example, 20-year term, Case a. above, would mean 5%, or $50 per 
$1,000 of loan, per year. 

2. Interest. 

a. It is well to find out when an interest rate is mentioned, say 5% per 
year, whether that applies to the face of the loan or to the unpaid balance. 
E.g., you have paid off $5,000 of a $10,000 loan. A rate of 5% on the 
face would mean an interest charge of $500 for that year, whereas 5% 
on the unpaid balance would mean an interest charge of only $250 for 
that year. 

b. The lowest rate you can expect is 4%, on Gl-guaranteed loans; 444%, 
on FHA-insured loans plus 144% mortgage insurance; and probably 5- 
54%%, from most lenders. 
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c. Calculating the interest cost. The initial payment will be the full rate, 
say 5%, or $50 per $1,000 of loan. As the principal is amortized, the 
amount of the interest payment decreases. 


. Property insurance of the standard sort against loss by fire, windstorm, etc., 
will be about $3.00 to $3.80 per year per $1,000 of insurance. (Specific 
figures shown in this section and those immediately following apply to 
Urbana-Champaign, home of the University of Illinois.) A prudent lender 
always requires property insurance to cover his mortgage. 

. In 1947, taxes were levied at the rate of $16.10 (Champaign) and $17.30 
(Urbana) per $1,000 of assessed value. It would probably be safe to count 
on the assessed value’s being from 65% to 80% of market value. Taxes 
were 13% higher in the community in 1947 than in 1946, and new construc- 
tion is probably coming on the books at values relatively greater than those 
of old construction. Taxes might then be estimated at from $10.50 to 
$13.85 per $1,000 of total value. 


5. Special assessments. These usually include storm sewers, drains, sanitary 


sewers, sidewalks, paving, and street lights. Some are payable over a 
period of 5 years, others 10 years, with 5% interest on the unpaid balance. 
It is well to count on about $10 to $14 a front foot for the entire cost, or 
$1,000 to $1,400 for a 100-foot lot. 

. Repair, maintenance, and replacement. This item varies greatly with the 
type of construction, the age of the dwelling, the activities and attitudes 
of the occupants. The average will probably be from $20 to $30 per $1,000 
of total value. If you do some of your own work, it will be lower. 


. lustration, applying these rough figures. Assume $12,500 property, $10,000 
loan at 5%, for 20 years. Land valued at $2,500, the dwelling at $10,000. 
a. Initial annual payments. 


1) Amortization )-5 0.000220 samc teeneeen een $ 500 
2) Interest, $10;000 59%. (eters ieee eee 500 
3) Property Insurance, $10,000°359%2.. ic. an eee 35 
4)SProperty Faxes, $12 5003¢ 0.259) oe acc ee eee 156 
5) Special Assessments ($1,000+10)+($1,000X5%)..... 150 
6) Repair, Maintenance, Replacement, $12,500X2%.... 250 

Totale. eo5 Aohint acct ee ee $1,591 


7) If special assessments are paid up, this figure may be eliminated. As 
it now stands, note that a loan of $1,000 has been granted by the 
city, above the loan. It is entirely possible that you will not get an 
FHA-insured loan with assessments outstanding, since it is a prior 
lien to the FHA mortgage. This figure of $250 for repair, mainte- 
nance, and replacement is too high for the first year. If a paint job 
of $600 is included for the first 3 years and allowance made for some 
plumbing, furnace, electrical, or roofing repairs, $250 is a fair figure 
as an average per year for the first three years. 
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b. Annual payment 11th year. 


dy eAmmotdzation 95,000=10; 2.2 aik cocked s Sok eee fee $ 500 
ONS CTS ICS ae oie 1.8 UD ie en alee a 250 
3) Property Insurance, $8,000X.35%..............000- 28 
 ceropetty. Laxessf10 500X159 5 cess ol dae oe cs 157 


Dp opecinle Vesessiiente. takes suka Wien sis wows ws ds ae 
6) Repair, Maintenance, and Replacement, $10,500X3% 315 


“GNCOREET IE 2ERE Beh eget A cae hts af Oa En a he oe $1,250 


8. This is not a very optimistic outlook. The $12,500 house implies a ‘‘safe”’ 
income of $6,250, or at the least, somewhat more than $4,000. A $4,000 a 
year family would be paying out 40% of its income the first few years and 
slightly over 30% the 11th year. This is not only highly inadvisable for 
the buyer, but usually unacceptable to the lender. A $6,000 a year family 
would be paying 27% the first years and 21% the 11th year. This latter 
figure is close to the margin of 2214% frequently mentioned by lenders. 
The $6,000 a year family then gets a $12,500 house of the ‘‘minimum”’ 
type, perhaps a kitchen, living room, and 2 or 3 bedrooms. A substantial 
down payment would improve the ratio of income and annual payment, 
but it would not alter the cost-to-income ratio, nor would it alter what 
$12,500 of housing means today. 


Note: Single copies of the following booklets may be obtained on request from 
the Small Homes Council, Mumford House, University of Illinois, Urbana, Illinois. 


Selecting a Livable Neighborhood Designing the Home 
- Selecting the Home Site Business Dealing 


Fundamentals of Land Design Financing the Home 


